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RECENT  DEVELOPMENTS  IN  PENSION  PLANS 
FOR  PUBLIC  EMPLOYEES 

By  H.  L.  RIETZ 

In  June,  1914,  a  paper  on  ''The  Status  of  Certain  Current 
Pension  Funds"'  was  published  in  the  Record.  In  the  five  years 
that  have  elapsed  since  that  time  the  problem  of  pensions  for 
public  employees  has  received  so  much  attention  in  this  country 
that  it  seems  worth  while  to  bring  before  the  Institute  a  few  of 
the  main  points  in  these  recent  developments.  In  attempting  to 
do  this  in  the  present  paper  a  special  effort  is  made  to  deal  with 
points  that  are  likely  to  be  useful  to  members  of  the  Institute  in 
gi\'ing  general  advice  with  respect  to  provisions  of  pension  plans. 
The  progress  has  been  along  three  main  lines: 

1.  The  investigation  of  the  operation  of  existing  pension  funds 
for  public  employees. 

2.  Constructive  recommendations  by  various  agencies  for 
thoroughgoing  changes  and  reorganization  of  pension  systems. 

3.  The  enactment  of  some,  sound  pension  legislation. 

THE  INVESTIGATION  INTO  THE  OPERATION  OF  EXISTING  FUNDS 

The  published  reports  of  the  Commission  on  Pension  of  New 
York  City  and  of  the  Illinois  Pension  Laws  Commissions  have 
thrown  considerable  light  on  the  operation  of  existing  pension 
plans  that  were  established  and  have  been  operated  with  little 
or  no  regard  to  actuarial  principles.  From  the  Report  of  the  Xew 
York  Commission,  published  in  1916,  on  the  operation  of  nine 
pension  funds  among  different  classes  of  employees  of  the  city  of 
New  York,  the  result  that  tells  much  of  the  financial  situation  is 
that  the  immediate  and  contingent  liabilities  exceeded  the  real 
and  contingent  assets  by  about  $202,000,000  in  a  valuation  as  of 
June  30,  1914.  The  Teachers'  Retirement  Fund  of  New  York 
with  a  deficiency  of  854,700,000  was  in  such  condition  in  191 5 
with  respect  to  meeting  current  pa^Tnents  of  pensions  that  the 
teachers  were  allowed  leaves  of  absence  on  half-pay  in  lieu  of 
retirement.     This    action    became    con\dncing    evidence    to    the 
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teachers  that  the  day  of  real  trouble  for  their  pension  plan  was 
at  hand.  We  shall  see  below  how  the  city  of  New  York  is  meet- 
ing the  situation  for  teachers  through  the  legislation  of  191 7. 

In  the  investigation  of  the  four  large  funds  of  Chicago 
employees — policemen,  firemen,  teachers,  and  municipal  em- 
ployees' funds — it  was  found  that  the  immediate  and  contin- 
gent liabiHties  exceeded  the  real  and  contingent  assets  by  about 
$55,000,000  from  a  valuation  as  of  January  i,  1916.  In  addition 
to  the  laws  establishing  these  four  funds  the  state  of  Illinois  has 
a  law,  enacted  in  191 5,  that  established  a  state  teachers'  fund  cover- 
ing the  26,000  teachers  outside  of  Chicago  and  Peoria  and  fifteen 
other  laws  covering  smaller  groups  of  employees.  Under  existing 
Illinois  laws  each  city  of  5,000  or  more  population  is  not  only 
empowered  but  required  to  establish  a  pension  fund  for  its  firemen 
and  a  pension  fund  for  its  policemen;  that  is  to  say,  it  is  a  violation 
of  law  not  to  establish  pension  systems  for  firemen  and  for  police- 
men in  a  city  of  5,000  or  more.  However,  only  twenty-one  of  the 
seventy-two  cities  of  over  5,000  and  under  100,000  have  pension 
funds  for  firemen  and  only  nineteen  of  them  have  pension  funds 
for  policemen.  If  the  law  were  strictly  enforced  there  would  be 
some  pension  systems  covering  only  one  employee.  One  system 
in  operation  for  firemen  involves  only  two  employees  and  one  for 
policemen  involves  only  three  employees.  Several  cases  occur 
where  a  system  involves  from  five  to  seven  employees.  The 
insecurity  and  instability  of  such  small  funds  is  so  obvious  as  to 
require  no  comment. 

The  thoroughness  of  the  investigations  referred  to  above  can 
perhaps  be  appreciated  only  by  a  reading  of  the  elaborate  reports 
published  by  the  New  York  Commission  consisting  of  Part  I 
(171  pp.;  1916),  Part  II  (422  pp.;  1916),  and  Part  III  (42  pp.; 
1Q18),  and  by  the  Illinois  Commission,  Report  of  igi6  (308  pp.) 
and  Report  oj  igi8  (379  pp.). 

Apart  from  the  results  on  financial  status  of  the  funds,  these 
investigations  disclose  the  fact  that,  from  the  viewpoint  of  the 
equity  of  employees,  the  plans  investigated  are  unsatisfactory. 
The  contributions  bear  no  reasonable  relation  to  benefits. 

Experience  with  such  an  investigation  can  hardly  fail  to  impress 
upon  one  the  important  fact  that  even  if  one  of  these  funds  being 
operated  without  actuarial  supervision  were  found  with  sufficient 
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assets,  at  a  given  time,  to  cover  its  liabilities,  the  loose  methods  of 
handling  funds  without  allocating  them  to  the  purposes  for  which 
they  are  contributed  are  highly  objectionable  from  the  standpoint 
of  the  permanency  of  the  system. 

CONSTRUCTIVE  PROPOSALS  AND  RECOMMENDATIONS  FOR  THOROUGH- 
GOING  CHANGES   AND   REORGANIZATION   OF   PENSION   SYSTEMS 

So  far  as  the  writer  has  been  able  to  learn,  all  who  have  studied 
the  problem  of  old-age  inefficiency  in  the  public  service  agree  that 
a  sound  permanent  pension  system  is  the  proper  solution  of  a  very 
real  and  important  problem  in  the  public  service.  But  in  attempt- 
ing to  establish  a  satisfactory  pension  system  and  still  more  in 
attempting  to  reorganize  existing  unsound  systems  the  difficulties 
are  very  great.  There  is  much  room  for  difference  of  opinion. 
Much  study  has  been  given  to  constructive  plans  during  the  past 
few  years  by  various  agencies.  In  this  connection  special  mention 
should  be  made  of  articles  published  in  the  reports  of  the  Carnegie 
Foundation,  the  reports  of  the  New  York  Commission  on  Pensions, 
the  reports  of  the  Illinois  Pension  Laws  Commission,  and  a  book^ 
published  under  the  auspices  of  the  Institute  for  Government 
Research. 

While  there  is  much  matter  that  is  controvertial  in  proposed 
plans,  and  while  the  plans  proposed  differ  materially  with  respect 
to  the  protection  they  offer  in  meeting  the  three  important  hazards 
—old-age  inefficiency,  death,  and  disability  from  sickness  and 
accident— vet  all  of  the  above-named  agencies  stand  for  financially 
sound  pension  systems  and  seem  to  hold  in  common  to  substantially 
the  following  points : 

I.  Old-age  inefficiency  is  the  fundamental  consideration  among 
conditions  for  superannuation— The  retirement  annuity  (or  pen- 
sion) should  be  granted  only  upon  the  attamment  of  an  age  at 
which  the  period  of  efficiency  of  the  employee  is  passed;  that  is, 
there  is  disapproval  of  the  practice  that  permits  men  to  retire  in 
the  prime  of  life  on  a  pension  simply  because  they  have  given  a 
certain  term  of  service,  say  twenty  or  thirty  years,  as  an  employee. 
In  other  words,  retirement  systems  should  not  be  designed  to  give 
able  men  a  period  of  leisure  at  the  end  of  life. 

'  Meriam,  Principles  Governing  the  Retiretncnt  of  Public  Employees.  New 
York:   D.  Appleton  &  Co.,  1918.     Pp.  476. 
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2.  Partially  conlribuiory  systems  are  recommended. — The  em- 
ployee and  employer  should  contribute  together,  as  service  is 
rendered,  the  amounts  which  are  computed  to  be  necessary  to 
accumulate  funds  to  provide  the  old-age  retirement  annuity  (or 
pension)  promised.  There  is  not  full  agreement  on  the  distribu- 
tion of  contributions  between  employer  and  employee  as  explained 
below. 

3.  Reserve  basis  is  recommended. — A  pension  system  should  be 
financed  on  a  clearly  defined  reserve  basis. 

4.  Contributions  should  be  so  held  as  to  insure  that  the  accumula- 
tions will  be  available  for  the  purposes  for  which  they  are  made. — 
(a)  Contributions  from  deductions  from  the  salary  of  the  employee 
should  be  held  to  his  credit  and  be  accumulated  at  a  prescribed 
rate  of  interest,  such  accumulations  to  be  available  for  conversion 
into  benefits  when  the  employee  satisfies  the  conditions  for  the 
benefits,  {b)  Some  of  the  agencies  named  above  would  credit  the 
individual  employee  also  with  the  amount  of  accumulations  from 
contributions  of  the  employer  on  behalf  of  the  employee.  Others 
would  keep  such  funds  in  a  contingent  reserve  fund  and  give  such 
full  and  clear  definitions  of  the  purposes  to  which  these  funds  are 
to  be  applied  as  to  leave  no  doubt  that  the  equities  of  the  employee 
are  protected. 

5.  Nonforfeiture  of  accumulations  from  deductions  from  salary. — 
In  case  an  employee  withdraws  from  the  service  by  resignation, 
dismissal,  or  for  other  cause  without  a  right  to  retirement  on  an 
annuity,  his  equities  should  be  protected  by  a  right  to  receive  at 
least  the  equivalent  of  the  accumulations  from  his  deductions  from 
salary. 

6.  Actuarial  equivalent  promised  for  contributions  of  employee. 
— The  amount  of  total  benefit  in  relation  to  salary  is  not  a  matter 
on  which  there  is  general  agreement;  but,  with  respect  to  the  part 
of  the  retirement  annuity  that  is  to  be  provided  out  of  accumula- 
tions from  the  deductions  from  salary,  there  seems  to  be  agreement 
that  it  is  best  to  prescribe  in  the  laws  that  such  annuity  for  an 
employee  will  be  the  actuarial  equivalent  of  his  accumulated 
contributions  on  the  basis  of  a  prescribed  mortality  table  and 
rate  of  interest. 

7.  Pension  for  disability  incurred  as  the  direct  result  of  the 
performance  of  duty  to  be  paid  by  the  employer. — When  disability 
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occurs  as  the  direct  result  of  the  performance  of  duty  the  pubhc 
as  employer  should  provide  for  the  payment  of  substantial  benefits. 

8.  Accrued  liahilities  to  be  assumed  by  the  public. — With  respect 
to  accrued  liabilities  that  will  exist  on  behalf  of  present  employees 
and  present  or  immediate  pensioners,  the  amount  should  be 
carefully  calculated  and  reduced  to  a  minimum  consistent  with 
the  purposes  of  the  system.  Then  the  public  should  assume  the 
obhgation  and  provide  for  meeting  it. 

Let  us  turn  next  to  some  of  the  proposals  that  have  been  made 
for  dealing  with  the  leading  controvertial  points. 

1.  The  amount  of  pension. — At  least  four  different  views  as  to 
the  determination  of  the  amount  of  retirement  annuity  are  held  by 
prominent  advocates  of  sound  pension  systems. 

a)  One  group  holds  that  the  aim  should  be  to  provide  a  retire- 
ment annuity  equal  to  a  percentage  of  ''final''  salary,  usually  50 
per  cent  of  "final"  salary,  where  ''final"  salary  means  the  average 
salary  of  the  last  ten  years  of  service. 

b)  A  second  group  would  provide  an  annuity  of  a  certain  per- 
centage of  the  last  year's  salary  if  the  plan  of  accumulations  did 
not  require  contributions  in  excess  of  a  certain  percentage  of 
salary.  This  same  group  would  count  all  salaries  of  $2,500  or 
over  as  $2,500  in  making  contributions  and  in  granting  annuities. 

c)  A  third  group  holds  that  the  aim  should  be  to  give  a  retire- 
ment annuity  of  a  certain  percentage  of  "final"  salary  for  each 
year  of  service. 

d)  A  fourth  position  is  that  the  retirement  annuity  should  be 
a  certain  minimum,  such  as  S400  per  year,  plus  a  percentage  of 
salary. 

2.  The  ages  of  retirement. — The  Illinois  Commission  in  its 
1918  report  defines  ''the  standard  age  of  retirement"  in  the  public 
service  as  fifty-five  years  for  policemen  and  firemen,  and  sixty 
years  for  all  other  employees.  It  defines  the  "minimum  age  of 
retirement"  as  five  years  lower  than  the  ''standard  age  of  retire- 
ment." The  New  York  City  Commission  recommended  as  ages 
of  retirement  minima  varying  for  different  groups  of  employees 
from  age  fifty-five  for  uniformed  street  cleaners  to  sixty-two  for 
teachers.  It  is  well  agreed  that  the  age  should  vary  with  the 
character  of  the  service,  but  it  is  difficult  to  fix  upon  a  particular 
age  for  a  particular  service. 
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3.  The  dislribiition  of  contributions  between  employer  and 
employee. — With  respect  to  future  entrants  there  is  considerable 
support  for  practically  a  half-and-half  division.  The  Illinois  Com- 
mission departed  from  this  in  recommending  a  ratio  of  three  to 
one  by  employer  and  employee,  in  the  case  of  policemen  and  fire- 
men, and  a  ratio  of  two  to  one  by  employer  and  employee  for 
other  employees  than  policemen  and  firemen.  These  ratios 
apply  only  to  contributions  toward  the  old-age  retirement  annuity. 
For  disability  benefits,  other  than  those  for  disability  incurred  in 
performance  of  duty,  the  half-and-half  division  is  recommended. 
Similarly  for  the  life  insurance  to  take  the  place  of  widows'  pensions 
the  half-and-half  division  is  recommended. 

There  is  also  considerable  support  for  a  basis  of  division  under 
which  the  employer  would  pay  a  uniform  percentage  of  salary  of 
all  employees  regardless  of  the  ages  of  entrance  into  service,  and 
under  which  the  individual  employee  should  pay  the  difference 
between  the  total  cost  of  his  benefit  and  the  amount  paid  by  the 
employer.  This  plan  avoids  discrimination  against  men  fairly 
advanced  in  years  seeking  emplo}Tnent  so  far  as  the  discrimination 
is  due  to  the  cost  to  the  employer  of  contributions  toward  retire- 
ment allowance,  but  the  contributions  of  the  employee  entering  at 
fairly  advanced  age  are  so  large  as  to  make  them  a  real  burden. 

4.  Disability  not  incurred  in  performance  of  duty. — Considerable 
hesitation  seems  to  be  shown  with  respect  to  offering  benefits  in 
cases  of  ordinary  disability  due  to  accident  or  disease  when  not  the 
direct  result  of  the  performance  of  duty.  It  has  been  proposed 
that  when  the  disability  is  regarded-  as  permanent  the  accumu- 
lated contributions  for  old-age  retirement  be  used  for  this  purpose. 
The  New  York  Commission  proposes  in  addition  to  this  benefit 
a  small  pension  provided  by  the  public.  The  Illinois  Commission 
proposes  to  venture  upon  an  experiment  in  this  field  by  prorating 
one-half  the  yearly  cost  of  the  ordinary  disability  benefits  to 
employees  in  proportion  to  their  respective  salaries.  It  is  the 
thought  of  the  Commission  that  the  yearly  distribution  of  the 
cost  would  act  to  some  extent  as  a  safeguard  to  malingering,  and 
that  the  operation  of  the  plan  would  provide  data  for  a  more 
satisfactory  method  of  dealing  with  the  subject  later. 

5.  Death  benefits,  widows'  pensions. — Pensions  to  widows  of 
policemen  and  firemen  have  been  promoted  in  this  country  largely 
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through  sentiment  created  on  account  of  deaths  in  performance  of 
dutv.  Such  accidents  are  so  small  in  number  compared  to  the 
deaths  from  ordinary  causes  that  the  cost  of  substantial  pensions 
to  the  widows  of  men  who  die  in  performance  of  duty  would  be 
almost  negligible  in  comparison  to  the  cost  of  the  widows'  pensions 
granted  without  regard  to  cause  of  death.  There  is  no  doubt 
strong  support  and  general  approval  of  substantial  benefits  when 
death  of  the  husband  is  the  direct  result  of  the  performance  of  a 
public  duty.  But  in  the  case  of  death  from  other  causes  than  the 
performance  of  duty  there  is  considerable  hesitation  on  the  part  of 
some  of  the  students  of  the  pension  problem  with  respect  to  advo- 
cating widows'  pensions  or  other  death  benefits.  This  position  is 
based  largely  on  the  fact  that  benefits  under  a  sound  pension 
system  are  looked  upon  as  part  of  compensation  and  should  be 
distributed  according  to  service  rendered  rather  than  according 
to  the  number  and  character  of  the  dependents.  It  should  be 
recalled  that  the  New  York  City  and  the  Illinois  Commissions  had 
to  deal  with  situations  in  which  pensions  are  paid  to  widows  of 
policemen  and  firemen  and  to  those  of  certain  other  groups  of 
employees.  The  New  York  Commission  proposed  the  option  of 
giving,  in  lieu  of  a  full  retirement  allowance  payable  throughout 
life,  a  lesser  retirement  allowance  payable  throughout  life,  and  a 
benefit  or  benefits  to  such  other  person  or  persons  as  the  employee 
would  nominate,  subject  to  the  condition  that  such  other  benefit  or 
benefits,  together  with  the  lesser  retirement  allowance  to  the 
employee,  are  the  actuarial  equivalent  of  the  full  retirement  allow- 
ance. This  permits  of  the  option  of  a  survivorship  annuity  for  a 
wife  and  benefits  for  children.  A  similar  option  now  exists  in 
several  pension  laws.  The  New  York  Commission  also  proposed 
a  death  benefit  equal  to  one-half  year's  salary,  which  is  a  provision 
of  the  law  passed  in  191 7  for  the  Teachers'  Fund  of  New  York. 

The  Illinois  Commission  went  much  farther  in  the  direction  of 
offering  death  benefits  than  the  New  York  Commission  by  pro- 
posing to  substitute  for  the  existing  expensive  widows'  pensions  a 
life  insurance  equal  in  amount  to  one  and  three-fourths  of  the  yearly 
salary  in  case  the  employee  is  a  policemen  or  firemen  and  one  and 
one-fourth  in  case  the  employee  belongs  to  any  other  branch  of 
the  public  service.  The  premiums  for  the  life  insurance  are 
the  level  net  premiums  based  on  the  American  Experience  Table 
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of  Mortality  and  3I  per  cent  interest.  The  employee  and  employer 
are  to  contribute  equal  amounts  toward  the  life  insurance  of  the 
employee  during  each  year  of  service  of  the  employee.  The 
replacement  of  widows'  pensions  is  to  be  accomplished  by  convert- 
ing the  cash  value  of  the  insurance  of  the  husband  at  the  standard 
age  of  retirement  into  a  survivorship  annuity  for  his  wife.  This 
seems  to  be  a  novel  proposal.  The  credit  for  bringing  this  scheme 
before  the  Commission  belongs  to  D.  F.  Campbell. 

6.  Amount  of  benefits  determined  at  standard  age  of  retirement. — 
It  seems  to  be  a  unique  proposal  of  the  Illinois  Commission  that 
the  amount  of  the  annuity  and  of  the  survivorship  annuity  for 
the  wife  should  be  fixed  at  the  standard  age  of  retirement  rather 
than  at  the  actual  age  of  retirement  of  the  individual  employee  if 
he  continues  in  service  after  reaching  the  standard  age  of  retirement. 

7.  Options  in  retirement  benefits. — In  the  conversion  of  accumu- 
lated funds  into  benefits  the  following  options  have  been  proposed 
and  in  some  cases  have  been  made  provisions  of  law: 

a)  An  ordinary  life  annuity  to  the  employee. 

b)  The  actuarial  equivalent  of  {a)  in  the  form  of  a  lesser 
annuity  with  a  survivorship  annuity  to  a  wife. 

c)  The  actuarial  equivalent  of  (a)  in  some  form  that  provides 
for  dependents. 

d)  The  actuarial  equivalent  of  (a),  {b),  or  (c)  in  the  form  of  a 
lesser  annuity  with  a  condition  that  if  an  annuitant  and  his 
dependents  who  receive  benefits  through  him  do  not  together 
receive  at  least  as  much  in  benefits  as  the  amount  of  certain 
accumulations  at  the  age  of  retirement,  the  balance  is  paid  to  his 
heirs  or  estate. 

The  Illinois  Commission  would  offer  practically  no  options  in 
granting  benefits.  It  would  hold  that  in  case  an  annuitant  and 
his  dependents  who  receive  benefits  through  him  do  not  receive 
at  least  as  much  in  total  payments  after  retirement  as  the  amount 
of  accumulations  at  the  standard  age  of  retirement  from  deduc- 
tions from  salary,  there  is  refunded  to  heirs  the  balance  of  such 
accumulations.  This  is  equivalent  to  making  the  benefit  an 
annuity  with  a  guaranty  to  return  the  part  of  the  purchase  money 
provided  by  deductions  from  salary  of  the  employee. 

Many  more  points  representing  differences  of  opinion  might  be 
taken  up  for  consideration,  but  it  seems  that  the  main  points  have 
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been  mentioned,  apart  from  the  matter  of  a  combination  of  cen- 
tralized and  local  administration  of  pension  systems  proposed 
for  Illinois.  It  would  take  us  too  far  from  the  main  purpose  of 
this  paper  to  explain  that  plan,  but  it  may  well  be  said  here  that 
the  plan  would  involve  actuarial  supervision  conducted  under  the 
central  body  and  a  plan  for  combining  the  small  groups  of 
employees  so  as  to  make  a  sound  pension  system  applicable  to 
all  the  public  employees  of  the  state  whose  tenure  makes  desirable 
their  inclusion  in  a  pension  system. 

RECENT  LEGISLATION  ESTABLISHING  SOUND  PENSION  SYSTEMS 

While  the  bulk  of  pension  legislation  for  public  employees 
enacted  during  the  past  few  years  has  been  of  an  undesirable 
character  if  judged  from  the  standpoint  of  the  number  of  laws 
passed,  yet  there  has  been  significant  progress  through  a  few  impor- 
tant laws  covering  large  groups  of  employees. 

The  New  York  law  of  191 7  for  the  teachers'  fund  of  New  York 
City,  the  Pennsylvania  law  of  the  same  year  for  the  state-wide 
teachers'  fund  of  Pennsylvania,  and  the  Vermont  law  of  1919  for 
a  state-wide  teachers'  fund,  represent  important  developments  in 
pension  legislation.  The  retirement  system  for  state  civil  service 
employees  of  Massachusetts,  which  went  into  effect  January  i, 
191 2,  the  teachers'  retirement  system  of  Massachusetts,  which 
went  into  effect  July  i,  1914,  and  the  Connecticut  teachers' 
retirement  system,  w^hich  went  into  effect  June  30,  191 7,  are  deserv- 
ing of  consideration  as  important  steps  in  advance,  although  they 
have  a  certain  weakness  in  that  the  state  is  to  meet  its  share  of 
the  cost  of  pensions  when  pensions  fall  due  instead  of  accumulating 
funds  on  some  plan  similar  to  those  in  the  three  laws  first  named. 

I.  The  New  York  City,  state  of  Pennsylvania,  and  Vermont 
systems  for  teachers.— Although,  the  laws  under  which  these  systems 
operate  differ  materially  on  controvertial  points,  they  are  practical 
illustrations  of  laws  for  actuarially  sound  pension  systems  covering 
large  groups  of  employees. 

With  respect  to  sources  of  funds  it  seems  that  the  fundamental 
idea  in  each  of  these  systems  is  that  the  retirement  benefit  is  to 
be  provided  one-half  by  the  savings  of  the  employee  through 
deductions  from  salary  and  one-half  by  the  contributions  of  the 
public  as  employer,  although  it  will  not  work  out  in  practice  to 
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be  exactly  a  half-and-half  division  under  the  New  York  City  and 
Pennsylvania  systems.  In  the  New  York  plan  the  benefit  pro- 
vided out  of  accumulations  from  deductions  from  salary  is  called 
an  "annuity,"  while  that  provided  from  public  contributions 
is  called  a  "pension." 

In  the  New  York  plan  there  is  deducted  from  the  salary  of 
each  new  entrant  into  the  service  such  percentage  of  his  salary  as 
is  computed  to  be  sufificient,  with  interest  at  a  prescribed  rate,  to 
provide  for  him  on  service  retirement  an  "annuity"  equal  to  25 
per  cent  of  "final"  salary,  the  rate  of  percentage  of  the  deduction 
from  salary  to  be  based  on  such  mortality  and  other  tables  as  the 
retirement  board  adopts,  and  is  computed  to  remain  constant 
during  his  prospective  teaching  service  prior  to  eligibility  to 
service  retirement.  Obviously  the  rate  of  advancement  in  salary  of 
particular  individuals  and  even  of  groups  is  likely  to  vary  far  from 
the  salary  scale  in  use  at  the  time  of  entrance  of  the  employee, 
so  that  there  may  be  material  deviation  from  an  annuity  of  25 
per  cent  of  "final"  salary.  But  as  to  the  part  of  the  benefit  from 
public  funds  (pension),  the  law  prescribes  a  benefit  of  25  per 
cent  of  "final"  salary. 

In  the  Pennsylvania  plan  practically  the  same  distinctions  are 
maintained,  but  the  amount  aimed  at  as  a  benefit  from  the  con- 
tribution of  employee  is  ~-^\-^  of  "final"  salary  for  each  year  of 
service  instead  of  25  per  cent  of  "final"  salary.  The  state  annuity 
(pension)  is  fixed  at  j^q  of  "final"  salary  for  each  year  of  service. 

In  Vermont  the  contributions  through  deductions  from  salary 
are  fixed  at  not  more  than  5  per  cent  6i  salary,  but  subject  to  the 
further  condition  that  they  are  not  less  than  $16  nor  more  than 
$100  per  year.  The  accumulated  funds  are  used  to  provide  an 
annuity  on  the  basis  of  a  certain  table  of  mortality  and  rate  of 
interest.  Similarly,  the  state  is  to  provide  in  percentage  of  salary 
toward  the  benefit  of  an  employee  an  amount  equal  to  that  con- 
tributed by  the  employee. 

With  respect  to  ages  of  retirement,  the  New  York  City  system 
allows  retirement  at  age  sixty-five,  or  on  the  basis  of  thirty-five  or 
more  years  of  service.  Under  the  Pennsylvania  system  retire- 
ment age  is  fixed  as  voluntary  at  sixty-two  and  compulsory  at 
age  seventy.  In  the  Vermont  system  the  minimum  retirement  age 
for  males  is  fixed  at  sixty-five  and  for  females  at  sixty. 
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With  respect  to  refunds  or  nonforfeitures  in  cases  of  with- 
drawal, resignation,  or  other  separation  from  service  before  the 
maturing  of  annuity  rights,  the  New  York  City  and  Pennsylvania 
systems  provide  that  when  an  employee  is  thus  separated  from 
the  service  his  own  direct  contributions  through  deductions  from 
salary  should  be  refunded,  with  interest  at  4  per  cent.  The  Ver- 
mont system  goes  farther  in  that  after  six  or  more  years  of  service 
the  withdrawing  teacher  is  given  not  only  the  accumulations  from 
deductions  from  salary  but  also  the  ecjual  accumulations  from 
contributions  of  the  state  as  employer. 

2.  Methods  of  meeting  accrued  liabilities  under  the  New  York 
City  afid  Pennsylvania  laws. — It  is  well  known  to  all  of  us  that  in 
starting  a  pension  system  on  a  sound  basis  great  difficulty  arises 
from  the  fact  that  no  funds  are  available  on  behalf  of  present 
employees.  The  situation  would  in  general  be  relatively  simple 
if  we  had  to  consider  only  new  entrants  to  the  service.  It  is 
important  to  note  that  the  city  of  New  York  is  to  pay  $1,000,000 
annually  into  the  fund  on  account  of  present  teachers,  until  the 
fund  is  in  a  satisfactory  condition,  as  shown  by  actuarial  valuation. 
Similarly,  the  state  of  Pennsylvania  is  to  pay  semiannually  into 
the  fund  an  amount  equal  to  2 . 8  per  cent  of  the  total  salaries 
paid  to  all  contributors  during  the  preceding  school  year,  and  in 
every  case  an  amount  at  least  3  per  cent  greater  than  the  second 
preceding  semiannual  pa\Tnent.  This  is  to  be  continued  until 
the  accumulations  are  adequate,  when  added  to  future  con- 
tributions, to  meet  future  demands  on  the  funds. 

3.  Massachusetts  Pension  systems  for  state  employees  and  for 
teachers. — As  mentioned  above,  Massachusetts  has  a  pension 
system  for  state  civil  service  employees  that  deserves  considera- 
tion. Up  to  June  I,  1918,  each  participant  contributed  3  per  cent 
of  salary.  Since  June  i,  1918,  the  contribution  has  been  5  per 
cent  of  salary.  On  July  i,  1914,  a  similar  system  was  introduced 
for  teachers,  to  which  they  contributed  5  per  cent  of  salary.  The 
accumulations  are  used  to 'provide  an  annuity  upon  retirement  at 
or  above  age  sixty  on  the  basis  of  an  assumed  table  of  mortality 
and  rate  of  interest.  The  commonwealth  is  to  pay  to  a  member 
in  receipt  of  such  an  ''annuity"  a  "pension"  of  equal  amount. 
There  is,  of  course,  in  this  method  the  inherent  weakness  that  the 
state  does  not  need  to  make  its  contributions  toward  pension  at 
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the  time  service  is  rendered.  However,  these  pension  systems  of 
Massachusetts  are,  even  with  this  weakness,  highly  commendable 
in  comparison  with  the  usual  pension  system  that  makes  promises 
without  regard  to  cost. 

In  191 7  the  state  of  Connecticut  established  a  system  for 
teachers  almost  identical  with  the  Massachusetts  plan. 

4.  Promise  of  permanence  of  certain  recent  systems.- — The  New 
York  City  and  Pennsylvania  systems  for  teachers  are  such  that 
they  surely  promise  to  be  permanent  institutions.  The  Vermont 
system  to  be  established  under  the  law  of  191 9  also  looks  promising, 
except  for  a  limitation  of  the  state  appropriation. 

There  are  under  the  New  York  City  and  Pennsylvania  systems 
definite  provisions  to  meet  all  the  future  obligations  without 
increasing  the  percentages  of  salary  being  paid  at  the  present 
time.  Moreover,  the  city  of  New  York  in  the  case  of  its  teachers 
and  the  state  of  Pennsylvania  in  the  case  of  its  teachers  guarantee 
4  per  cent  interest  compounded  annually  on  all  funds  contributed 
by  the  employee.  They  also  guarantee  the  payment  of  the  benefits 
according  to  the  provisions  of  the  acts  by  stating  explicitly  in  the 
laws  that  the  payment  of  the  retirement  allowance  prescribed  is 
made  in  the  one  case  an  obligation  of  the  city  of  New  York  and 
in  the  other  case  an  obligation  of  the  state  of  Pennsylvania. 

In  conclusion  the  writer  feels  it  is  desirable  to  emphasize  the 
incompleteness  of  this  paper  with  respect  to  giving  a  thorough 
idea  of  the  recent  work  on  pension  plans.  It  would  require 
a  book  to  present  the  arguments  that  can  be  made  for  and  against 
various  lines  of  action  in  dealing  with  .the  problem  of  old-age 
inefficiency  in  employment.  Moreover,  the  laws  discussed  do 
not  represent  nearly  all  the  activity  for  legislation.  Several 
bills  for  sound  pension  legislation  for  public  employees  in  various 
states,  and  one  before  the  Congress  of  the  United  States  in  June, 
1918,  for  the  classified  civil  service  employees  of  the  United  States, 
have  recently  failed  of  enactment  into  law.  These  failures  do  not 
mean  that  the  issue  is  dead.  There  will  undoubtedly  be  renewals 
of  the  attempts  for  legislation. 
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A  METHOD  OF  ESTIMATING  THE  RATE  OF 
PERSISTENCY 

Bv  P.  C.  H.  PAPPS 

There  are  several  interesting  problems  which  involve  an 
estimate  of  the  probable  future  rate  of  persistency,  such  as  the 
computation  of  the  commuted  value  of  an  agent's  renewal  equities, 
or  the  comparison  of  the  relative  merits  of  different  agencies  so 
far  as  the  retention  of  the  business  on  their  books  is  concerned. 
So  far  as  the  estimate  of  the  future  rate  of  persistency  is  concerned, 
it  must  be  remembered  that  there  are  many  factors  which  influence 
the  rate  of  persistency  and  which  are  for  the  most  part  largely 
beyond  the  control  of  the  company.  For  example,  the  general 
financial  condition  of  the  country  as  a  whole  will  have  a  con- 
siderable effect  upon  the  cessations  and,  therefore,  the  rate  of 
persistency.  There  may  be  in  some  years  failures  of  certain 
crops  which  will  affect  the  cessations  in  one  part  of  the  country 
and  have  no  effect  in  others.  Some  business  may  be  very  persistent 
under  the  supervision  of  a  certain  branch  manager  or  general 
agent  and  be  very  far  from  persistent  under  his  successor.  In 
view  of  the  fact  that  we  cannot  be  sure  that  the  future  will  closely 
approximate  the  experience  of  the  past,  it  seems  hardly  necessary 
to  devote  too  much  time  and  labor  to  ascertaining  the  exact  rate 
of  persistency,  if  by  a  much  shorter  method  we  can  ascertain  the 
rate  with  a  fair  degree  of  accuracy  by  means  of  some  approximation. 
Furthermore,  if  by  our  approximate  method  we  can  obtain  an 
average  rate  of  persistency  over  the  period  of  the  past  ten  years, 
for  example,  the  fluctuations  in  the  rate  from  year  to  year  will  not 
be  required. 

The  proposed  plan  consists  of  establishing  what  may  be  called 
typical  curves  of  persistency  starting  at  unity  and  running  down 
to  various  quinquennial  percentages,  say  from  40  to  75  per  cent 
of  unity  at  the  end  of  ten  years.  From  such  data  as  may  be  avail- 
able the  rate  of  persistency  may  then  be  ascertained  by  trial. 
The  collection  portion  of  the  renewal  commissions  paid  in  19 18  on 
a  certain  amount  of  business  of  the  Mutual  Benefit  Life  Insurance 
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Company  was  $33,434-37,  and  the  rate  of  collection  fee  was 
1 1  per  cent.  The  corresponding  renewal  premiums  will  be 
$2,228,958.00.  The  amount  of  the  premiums  on  the  new  business 
written  in  each  of  the  years  1909  to  191 7  was  known.  In  some 
companies  the  renewal  premiums  paid  in  each  year,  rather  than 
the  collection  fees,  may  be  shown  by  the  companies'  books.  In 
other  companies  the  amounts  insured  may  be  known  for  each 
agency,  as  well  as  the  amount  of  new  insurance  written  by  such 
agencies  during  the  previous  ten  years.  Although  the  data  avail- 
able will  differ,  the  method  to  be  followed,  according  to  the  plan 
proposed,  will  be  the  same. 

Let  pi,  p2,  Pi,  ■  ■  ■  .p9  =  new  premiums  when  issued,  on  business 
now  I,  2,  3,  ...  .9  years  old. 
Let  P  =  p,-\-p._^p,....p,. 
Let  i*'^  premiums  now  in  force  arising  out  of  P 

premiums. 
Let  7^  =  ratio  of  premiums  on  business  in  force  at 
the  end  of  nine  years,  and  then  renew- 
ing, to  those  on  business  when  issued 
nine  years  ago. 
Let  Ui  —  /*''  term  of  the  series  of  persistency  where 
Uo—  I  and  iig  —  R. 

Merely  to  illustrate  the  plan  proposed  let  it  be  assumed  that  the 
rate  of  persistency  is  a  geometrical  progression  such  thatr=i?'*. 
Values  of  r'  for  ^=  .65  and  R=  .jo  may  be  found  and  they  will 
be  as  follows: 


/?  =  .70 


2 
3 
4 
5 
6 

7 
8 

9 


•95326 

.90871 

.86624 

96II4 

92380 
88790 

82575 
78716 

75037 

85340 

82024 

78837 

71530 
68187 

75774 
72830 

65000 

70000 
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The   rate    of    persistenc\'    may    now   be   found   by   trial,   as 
follows : 


/ 

Issues  of 

Pi 

Ptrt 

R=.6s 

R=.7o 

I 

2 

1917 
1916 

1915 
1914 

1913 
1912 
1911 
1910 
1909 

S  487,123 
400,713 
292,507 

251,045 
233,588 
285,045 
295,036 
251,632 
245,020 

S  464,355 

364,132 
253,381 
207,300 
183,871 
213,889 
211,039 
171,580 
•  159,263 

S  468,193 

370,179 
259,717 
214,242 
191,598 
224,721 
223,561 
183,264 
171,514 

3 

4 

e 

6 

7 

8 

Q 

P  = 

$2,741,709 

F= 

$2,228,810 

$2,306,989 

Since  the  actual  value  of  F  is  $2,228,958,  the  actual  value  of 
R  is  very  close  to  .65.  A  closer  value  may  be  found  by  first 
differences,  for 


Let  2,228,8io.v+2,3o6,989(i  —  .v)  =  2,228,958 
Then  :v=  .9981 
and  .9981X  .65+.0019X  .70=  .650095. 
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It  is,  of  course,  known  that  the  rate  of  cessation  in  the  first  policy 
year  is  much  greater  than  in  subsequent  years.  It  is  ven,-  evident, 
therefore,  that  the  geometrical  progression  will  not  properly 
represent  the  curve  of  persistency.  A  group  of  curves  was,  there- 
fore, derived  on  the  assumption  that  Ut  =  r(r-{-k)(r-\-2k) .  .  .  . 
(r-\-t—ik),  where  r  was  given  the  values  .88,  .89,  etc.,  up  to  .95 
for  R  equals  .40,  .45,  etc.,  up  to  .75.  At  first  glance  it  would 
seem  that  the  solution  of  the  equations  in  order  to  find  the  values 
of  k  would  be  very  difficult,  inasmuch  as  the  eighth  power  of  the 
unknown  factor  would  be  involved.  As  a  matter  of  fact,  the  solu- 
tion is  not  a  difficult  one  if  the  logarithms  of  each  side  of  the  equa- 
tion are  taken  and  the  value  of  the  unknown  found  by  trial.  The 
values  of  Ut  derived  from  the  foregoing  formula  are  shown  in 
Table  A. 
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Making  use  of  these  values  the  rate  of  persistency  of  the  busi- 
ness selected  as  an  example  may  now  be  found.  The  result  is  as 
follows : 


Issues  of 

Pt 

Pl\r(r+k)...Ar+t^ik)\ 

R=.6s 

R=  .70 

R=.75 

I 

1917 
1916 

1915 
1914 

1913 
1912 
1911 
1910 
1909 

$    487,123 
400,713 
292,507 
251,045 
233,588 

285,045 
295,036 
251,632 
245,020 

$     453,024 
348,757 
239,736 
194,959 
172,946 
202,439 
202,218 
167,454 
159,263 

$  457,896 
356,070 
247,087 
202,716 
181,311 
213,852 
215,120 
179,285 
171,514 

$  462,767 

2 

3 

4 

5 

6 

7 

8 

363,415 
254,487 
210,541 

189,753 
225,365 
228,113 
191,165 

9 

183,765 

P  — 

$2,741,709 

F= 

$2,140,796 

$2,224,851 

$2,309,371 

Then,  as  before, 

Let  $2, 224,85i.v+$2,309,37i(i-.v)  =  $2,228,958. 

Then  x=  .9514 
and  .9514X  .70+  .0486X  .75=  . 70243- 


Attention  is  drawn  to  the  fact  that  the  selection  of  a  curve  more 
nearly  fitting  the  general  tendency  of  the  curve  of  persistency  than 
did  the  geometrical  progression  results  in  increasing  the  persistency 
from  65  to  70 J  per  cent.  From  the  data  prepared  for  the  com- 
pany's own  mortality  investigation,  the  actual  history  of  ordinary 
life  policies  issued  in  the  year  1905  was  traced.  This  showed  that 
61 .7  per  cent  of  the  paid-for  business  renewed  at  the  end  of  nine 
years.  To  simplify  comparison  with  the  group  of  curves  already 
computed,  the  actual  rate  of  persistency  for  the  1905  ordinary  life 
business  was  adjusted  by  subtracting  one-ninth  of  .017  from  the 
actual  figures  for  the  end  of  the  first  year,  two-ninths  of  the  same 
amount  for  the  second  year,  etc.,  so  that  the  adjusted  rate  ran 
from  unity  to  .60.  A  comparison  of  these  figures  with  those 
shown  in  Table  A  is  as  follows: 
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Table  A 


I 
2 
3 
4 
5 
6 

7 
8 

9 


Actual 


92000 

894 

85214 

836 

79460 

776 

74591 

735 

70486 

708 

67046 

681 

64192 

654 

61861   ; 

627 

60000 

600 

From  the  foregoing  comparison  it  will  be  seen  that  there  is  a  fairly 
close  agreement  between  the  theoretical  and  the  actual  figures. 
It  is  reasonable  to  suppose  that  either  Gompertz'  or  Makeham's 
laws  might  be  expected  to  give  fairly  good  results.  A  series  of 
curves  based  on  Gompertz'  law  may  be  found.  As  a  first  trial 
the  curve  starting  at  unity  and  running  to  .60  may  be  ascertained. 
It  may  be  assumed  that  Ho=i,  2<i=  895,  and  u^=  .60.  The  value 
of  c  may  be  found  by  trial  and  the  other  constants  in  the  usual 
way.     The  values  of  the  constants  are  as  follows: 

c=    .81874 
log  g  =  _. 2657875 
log  ^  =  1.7342125 

The  values  derived  from  these  constants  are  shown  in  Table  B. 
The  next  problem  is  to  find  the  family  of  curves  to  which  the  curve 
just  found  belongs.  Since  log  ^+log  g  =  \ogl  and  log  k-\-c^  log  g  = 
log  R  we  have  two  equations  from  which  to  find  the  value  of  three 
constants.  Assuming  that  c  has  a  constant  value  for  all  values  of 
R,  the  family  of  curves  shown  in  Table  B  was  found. 

Comparing  the  curve  for  R=  .60  shown  in  Table  B  with  the 
adjusted  curve  based  on  the  history  of  ordinary  life  policies  issued 
in  1905,  it  will  be  seen  that  the  values  shown  in  Table  B  are  some- 
what too  low  around  the  sixth  year.  If  Makeham's  formula  be 
used  instead  of  Gompertz'  curve,  a  fourth  constant  and  a  fourth 
value,  namely  ne,  may  be  taken.  Taking  the  same  values  of  Uo,  id, 
and  Ug  as  before,  and  taking  uc  — 
constants  are  as  follows: 

log  s=i 
log  s  = 


h,  the  values  for  Makeham's 

.4914 
.9819127 


591618 
log  k  =  i  .9408382 
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The  values  derived  from  these  constants  are  shown  in  Table  C. 
Comparing  these  with  the  actual  values  derived  from  the  history 
of  ordinary  life  policies  issued  in  1905,  it  would  be  found  that  there 
is  a  very  close  agreement. 

The  next  problem  is  to  find  the  family  of  curves  corresponding 
to  the  one  just  found.  This  has  been  done  by  assuming  the  value 
of  c  to  be  constant  for  all  curves,  and  by  assuming  that  the  differ- 
ences in  the  values  of  Ui  are  one-ninth  of  the  differences  in  the  values 
of  R  or  Mg.  From  the  values  of  Uo,  Ui,  and  Ug  the  constants  may  be 
found  and  the  family  of  curves  shown  in  Table  C  derived. 

The  several  series  of  curves  are  given  for  the  reason  that  while 
one  plan  may  be  found  suitable  for  deriving  the  family  of  curves 
considered  as  applicable  to  the  business  of  one  company,  another 
plan  may  be  more  useful  so  far  as  another  company  is  concerned. 
The  values  found  in  Table  C  appear  to  be  most  suitable  for  esti- 
mating the  rate  of  persistency  of  the  business  used  as  an  illustra- 
tion, and  the  rate  of  persistency  of  that  business  based  on  Table  C, 
as  well  as  Table  B,  is  found  as  follows: 


t 

Pi 

Table  B 
Pt»i 

Table  C 

Pt"t 

R=.7o 

R=.75 

R=.70 

R  =  .75 

I 

2 

3 

4 

5 

6 

7 

8 

9 

$  487,123 

400,713 
292,507 

251,045 
233,588 
285,045 
295,036 
251,632 
245,020 

$    450,818 
348,059 
241,216 
198,408 
178,298 
211,461 
213,827 
178.918 
171,514 

$  457,623 
357,676 
250,383 
207,649 
187,861 
224,034 
227,564 
191,120 

183,765 

$  441,387 
341,864 

239,429 
198,993 
180,120 

214,297 
216,494 
180,319 
171,514 

$  444,095 
346,420 

244,477 
204,792 
186,854 
224,102 
228,237 
191,643 
183,765 

P  = 

$2,741,709 

$2,192,519 

$2,287,675 

$2,184,417 

$2,254,385 

Let 

2, 192, 519.V+2, 287,675(1  -.r)  =  2,228,958 

2, i84,4i7X+2, 254,385(1  -.v)  =  2,228,958 
x=  .61706  x=  .363409 

.6I7IX  .70+  •3829X  .75=  .7191 

.3634X  .70+  .6366X  .75=  .7318 
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If,  after  ascertaining  the  rate  of  persistency,  it  is  desired  to 
estimate  the  commuted  value  of  an  agent's  equities,  annuity  values 
may  be  ascertained  in  the  usual  way  by  combining  the  rate  o 


TABLE  A 


Values  of  «^=r(r+A) (r-^t-ik) 

i?=.4o  1  R=.AS    1  if=.5o 

R=.SS    ''    i?=.6o  '  R=.6s 

R  =  .7o 

R=.75 

I. 

2. 

3- 
4- 
5^ 
6. 

7- 
8. 

9- 

. 88000 

•77953 
-  69508 
•62383 

•56353 
-51233 
.46878 
•43167 
.40000 

. 89000 
•79772 
.72004 
■65447 
■  59900 
-55201 
.51219 

•47847 
-45000 

. 90000 
.81586 

-74489 
. 68494 
.63427 
-59148 
•55543 
•52518 
.50000 

. 91000 

•83399 
.76972 

•71539 
-66952 
.63092 
-59863 
•  -57186 
-55000 

.92000 
.85214 
-  79460 

-74591 
. 70486 
.67046 
.64192 
.61861 
. 60000 

•  93000 

•  87034 
.81959 

■77659 

•  74039 
.71020 

•  68540 
•66547 
. 65000 

. 94000 
.88859 
.84472 
•80749 
.77620 

•  75024 
.72913 
.71249 
.70000 

.95000 
.90692 
.87002 
.83866 
.81234 
•  79063 
-77317 
-75970 
-  75000 

r  = 
k  = 

.88 
.005832 

.89 
.006311 

.90     .91 

. 006507  . 006470 

.92 

.006240 

•93 
.005846 

•94     -95 
.005311  .004654 

TABLE  B 


Ui=kg'^ 

i?=.40 

R=.45 

R=.5o        R=.5S 

R  =  .6o        R=.6s    i  R=.70 

R=.75 

0. 
I. 

2. 

3- 
4- 
5- 
6. 

7- 
8. 

9- 

I 

81956 

69635 
60940 

54635 
49962 

46436 
43734 
41640 
40000 

I 

84081 

72951 
64946 
59050 
54624 
51248 
48640 
46603 
45000 

I 

86026 
76051 
68752 
63300 
59161 
55973 
53492 
51543 
50000 

I 

87825 
78969 
72387 
67408 

63589 
60623 
58298 
56461 
55000 

I 

89500 
81730 
75873 
71391 
67920 
65204 
63061 

61359 
60000 

I 

91069 

84355 
79227 
75262 
72164 
69723 
67785 
66239 
65000 

I 

92547 
86860 
82465 
79033 
76330 
74185 
72475 

7 1 103 
70000 

I 

93944 
89260 

85599 
82714 
80424 
78596 
77131 
75952 
75000 

persistency  with  the  rate  of  interest  selected.  It  is  to  be  pre- 
sumed that  some  margin  of  safety  will  be  introduced.  If  the 
persistency  of  an  agent's  business  is  found  to  be  60  per  cent,  it 
may  be  decided  to  base  the  value  of  the  equities  on  the  assumption 
that  50  per  cent  will  prevail  in  the  future. 
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A  comparison  of  the  rates  of  persistency  of  various  agencies 
may  be  found  to  be  very  useful.  In  making  such  comparison, 
however,  care  should  be  taken  to  eliminate  any  single  premium 
policies  or  policies  where  the  premiums  are  payable  for  less  than 

CURVES  OF  TABLE  B 
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Rates  of  persistency  shown  in  Table  B.     ui- 


ten  years,  if  there  is  a  sufficient  number  of  such  policies  to  make 
much  difference  in  the  results.  Furthermore,  transfers  of  business 
from  one  agency  to  another  would  have  to  be  taken  into  account, 
unless  such  transfers  are  few  in  number  and  tend  to  counter- 
balance. 
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R  =  .Ao       R=.A5        R=-5o       R=.55        R==  .60       R=  .65        R  =  .70       R=.-s 


87278 
77891 
70279 
63753 
57987 
52810 
48127 
43872 
40000 


■87833 
.79232 
.72417 
.66615 
.61472 
.56815 
•52550 
.48624 

■  45000 


80520 
74448 
69338 
64810 
60684 
56871 
53319 
^oooo 


81765 
76394 
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64440 
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71676 
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INDIVIDUAL  RESERVES  IN  LIFE  INSURANCE 

By  H.  W.  BUTTOLPH 

In  an  opinion  handed  down  some  time  ago  the  Court  of  Appeals 
of  Kentucky  made  the  following  eminently  sensible  reference  to 
the  Kentucky  valuation  law.  "  The  primary  purpose  of  the  statute 
was  to  require  insurance  companies  to  do  business  upon  a  safe  and 
sound  basis  so  that  their  policyholders  would  be  duly  protected." 
It  is  a  source  of  regret  that  farther  on  in  the  decision  the  court 
should  have  so  far  forgotten  this  safe  and  sound  basis  as  to  hold 
that  life  insurance  companies,  which  have  endeavored  to  protect 
their  policyholders  to  even  a  greater  extent  than  that  required  by 
the  law,  must  be  compelled  to  jeopardize  that  protection  by  giving 
to  those  who  default  in  the  pa}TTient  of  premiums  values  equivalent 
to  the  full  average  reserve. 

In  making  reference  to  this  decision  and  to  the  error  inherent 
in  the  theory  upon  which  legislatures  and  courts  have  for  many 
years  based  the  enactment  and  construction  of  life  insurance 
laws,  it  is  not  my  expectation  to  be  able  to  accomplish  any  practical 
revision  of  this  theory.  The  most  I  hope  to  do  is  to  make  record  of 
the  fact  that  we  of  the  actuarial  profession  are  not  ignorant  of  the 
falsity  of  this  theory,  which  by  general  acceptance  and  little  or  no 
denial  has  come  to  be  regarded  as  true. 

The  fact  that  life  insurance  is  based  upon  the  law  of  averages 
has  become  very  firmly  fixed  in  the  minds  of  the  general  public,  but 
unfortunately  the  public  refuses  to  see  the  vast  difference  between 
the  average  of  a  large  number  of  cases  and  certain  of  the  individual 
cases  themselves. 

It  may  be  perfectly  true  that  the  total  present  net  value  or 
reserve  on  $1,000,000  of  insurance  carried  on  a  thousand  lives,  all 
insured  under  like  conditions,  is  $100,000.  But  it  no  more  follows 
that  the  reserve  on  each  policy  is  $100  than  it  does  that  each  one 
of  us  will  die  at  age  fifty-one  merely  because  the  Census  Bureau 
has  determined  that  the  average  life  of  all  people  born  in  this 
country  is  fifty-one  years. 
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Under  a  properly  adjusted  scheme  of  life  insurance  each  policy- 
holder undoubtedly  pays  his  share  of  the  average  cost  of  insurance, 
but  some  pay  much  less  and  some  much  more  than  the  cost  of 
insurance  on  their  individual  lives. 

While  a  retrospective  method  of  valuation  is  oftentimes 
convenient  and  will  correctly  determine  the  reserve  on  a  group  of 
pohcies  issued  under  certain  conditions,  yet  a  prospective  method 
seems  the  only  correct  way  of  determining  the  actual  liability  in 
an  individual  case;  for  the  net  liability  undoubtedly  is  the  amount 
pavable  by  the  company  discounted  back  from  the  day  when 
pavable,  less  the  present  value  of  amounts  to  be  received,  and  the 
problem  is,  of  course,  one  that  cannot  be  solved. 

This  idea  of  charging  each  policyholder  with  the  actual  cost 
of  the  liabihty  assumed  in  his  individual  case,  besides  presenting 
a  problem  impossible  of  solution,  may  appear  to  attack  the  very 
basic  principle  of  all  insurance,  namely,  the  distribution  among  the 
entire  group  of  the  losses  incurred  upon  the  individuals  as  such 
losses  occur.  It  seems  scarcely  necessary  to  say  that  such  an 
attack  is  not  intended  but  that  the  matter  is  thus  presented  in 
order  to  show  the  impropriety  and  the  impossibility  of  such  an 
individualization  in  a  business,  the  many  problems  of  which  by 
their  nature  can  only  be  determined  by  viewing  groups  of  consider- 
able size. 

It  has  been  so  convenient  to  refer  to  the  reserve  under  a  single 
policy,  when  a  certain  proportion  of  the  entire  reserve  under  a 
group  of  policies  is  meant,  that  it  is  not  strange  if  we  ourselves 
have  been  led  to  view  the  matter  inaccurately.  It  must  be 
admitted  that  by  general  usage  as  well  as  by  legislative  enactment 
the  word  "reserve,''  when  applied  to  a  single  policy,  has  come  to 
have  a  rather  clear  and  definite  meaning  and  the  value  so  meant  is 
susceptible  of  accurate  calculation,  but  it  cannot  be  successfully 
maintained  that  any  such  definition  or  value,  however  universally 
it  may  have  been  accepted,  is  scientifically  correct  or  furnishes  a 
true  measure  of  the  liability  under  an  individual  policy. 

A  sHght  recognition  of  the  truth  has  been  shown  in  the  non- 
forfeiture laws  of  the  various  states  in  authorizing,  in  the  case  of 
retiring  policyholders,  an  adjustment  of  the  average  reserve  by 
means  of  the  so-called  surrender  charge.     How  far  short  of  meeting 
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the  true  situation  any  such  adjustment  falls  may  be  indicated  by 
the  following  illustrations. 

On  a  3I  per  cent  interest  basis  the  single  premium  necessary 
under  the  American  Experience  Table  of  Mortality  to  insure  for 
the  whole  of  life  the  92,637  men  shown  by  that  table  to  be  living 
at  age  twenty  is  $26,399,167.  If  each  of  these  men  could  foretell 
the  year  of  his  death  and  were  to  purchase  a  single  premium  term 
policy  extending  to  the  end  of  that  year,  the  aggregate  premiums 
would  be  $18,237,225.  The  difference  is  over  $8,000,000,  or 
31  per  cent  of  the  correct  premiums. 

Of  these  same  92,637  men  assumed  to  be  living  at  age  twenty, 
the  29,273  dying  within  the  first  thirty-six  years  impose  upon  a 
company  writing  them  for  ordinary  life  insurance  a  true  liabiUty 
at  date  of  issue  in  excess  of  the  premium  then  payable,  varying  from 
$952  .71  to  $6.79  per  thousand  of  insurance;  while  in  the  case  of 
63,364  who  live  for  periods  ranging  from  thirty-six  to  seventy-six 
years  the  hability  is  negative  and  varies  from  minus  $6.91  to 
minus  $296.17  per  thousand. 

In  the  case  assumed  in  the  preceding  paragraph  we  have  grown 
accustomed  to  say  that  at  the  end  of  thirty-six  years  each  of  the 
63,364  policyholders  then  living  will  have  an  individual  reserve 
of  $409  .99  per  thousand  of  insurance,  but  the  true  liability  to  the 
company  will  be  $952  .71  in  the  case  of  each  of  1,260  who  will  die 
within  twelve  months  and  nothing  in  the  case  of  three,  with 
amounts  varying  between  these  two  extremes  for  the  remaining 
62,101. 

A  company,  which  in  all  of  its  actual  experience  exactly  met 
the  theoretical  conditions  assumed  in  the'  calculation  of  its 
premiums,  would  be  rendered  insolvent  if  it  granted  extended 
insurance  to  but  one  policyholder,  if  he  should  chance  to  die 
within  the  period  of  extension. 

"The  primary  purpose  of  the  statute  was  to  require  insurance 
companies  to  do  business  upon  a  safe  and  sound  basis,  so  that 
their  policyholders  would  be  duly  protected."  So  said  the  Ken- 
tucky court  and  all  would,  I  think,  agree  that  such  should  be  the 
primary  purpose  of  insurance  legislation,  but  perhaps  the  legis- 
lature in  framing  the  law  and  the  court  in  construing  it  became 
somewhat  confused  as  to  what  was  really  requisite  to  the  doing  of 
business  on  a  safe  and  sound  basis  and  also  who  are  the  policy- 
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holders  to  be  protected.  I  fear  that  we  cannot  blame  them 
overmuch  for  the  first  of  their  two  errors,  as  we,  who  profess  to 
be  the  duly  constituted  guardians  of  the  soundness  of  the  basis 
of  life  insurance,  have  stood  calmly  by  while  the  theory  of  the 
individual  ownership  of  the  entire  amount  of  what,  to  at .  least 
a  great  extent,  should  be  held  as  community  property  has  become 
firmly  fixed  in  the  minds  of  the  public  and  securely  established  by 
law;  but  we  can  insist  that  the  policyholders,  who  primarily  should 
be  duly  protected,  are  those  who  hold  live  policies  and  not  those 
who,  in  failing  to  pay  their  premiums,  are  breaking  an  implied 
agreement  with  their  associates  in  the  company. 

The  average  company  of  considerable  size  could  doubtless 
maintain  its  solvency  even  if  divested  of  all  surplus,  but  let  all  of 
its  good  risks  depart,  taking  with  them  the  full  amount  of  reserve 
commonly  regarded  as  theirs,  and  insolvency  will  speedily  follow. 
The  conclusion  seems  to  me  inevitable.  The  reserve  is  not  an 
aggregation  of  individually  owned  property  to  which  the  good 
risk  and  the  poor  have,  other  things  being  equal,  an  equal  claim. 
It  is  community  property,  which  cannot  properly  be  distributed 
among  the  individuals. 

The  fact  that  such  a  distribution  is  to  a  certain  extent  made 
year  after  year  without  endangering  the  solvency  of  the  companies 
may  prove  the  wonderful  vitality  of  the  life  insurance  business.  It 
does  not  prove  the  correctness  of  the  theory  of  individual  owner- 
ship. 

The  epidemic  which  we  are  still  passing  through  has  brought 
home  to  us  a  lesson,  which  seems  to  me  of  great  value.  It  is 
that  a  careless  method  of  stating  things,  adopted  perhaps  merely 
as  a  matter  of  convenience,  leads  to  the  deception  of  the  public, 
and  finally,  through  constant  reiteration,  even  we  ourselves  come 
to  accept  as  a  fact  an  untruth  originally  fully  known  to  be  such. 
The  experience  of  the  past  few  months  has  at  least  shown  that  a 
great  deal  of  what  has  long  been  known  as  surplus  was  not  surplus 
at  all.  Similarly  the  oft-repeated  reference  to  the  amount  of 
reserve  under  an  individual  policy  does  not  establish  a  scientific, 
sound,  and  equitable  individual  right,  although  we  may  find  that 
the  individual  has  acquired  an  ownership,  by  right  of  undisputed 
possession  as  it  were,  which  cannot  now  be  denied. 
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TABLES  FOR  THE  CALCULATION  OF  THE  COST  OF 
INSURANCE  FROM  THE  AMOUNT  INSURED  AND 
THE  MEAN  RESERVE  GROUPED  BY  ATTAINED 
AGES 

By  H.  W.  CURJEL 

Mr.  H.  N.  Sheppard  read  a  paper  on  the  calculation  of  the 
expected  death  losses  during  the  calendar  year,  using  mean  reserves, 
at  the  Fifth  International  Congress  of  Actuaries  in  1906  (II,  219). 
His  method  takes  into  account  the  immediate  payment  of  claims, 
which  is  consistent  only  if  the  mean  reserve  calculations  provide 
for  immediate  payment  of  claims.  In  this  country  where  the 
legal  reserve  basis  provides  for  payment  of  claims  at  the  end  of  the 
policy  year,  the  "expected  mortality  on  the  net  amount  at  risk" 
for  the  Gain  and  Loss  Exhibit  should  be  calculated  on  the  same 
basis;  this  has  the  effect  of  making  the  loss  of  interest  to  the 
company  due  to  the  early  payment  of  claims  reduce  the  interest 
profit  shown  in  the  Gain  and  Loss  Exhibit ;  the  effect  being  similar 
to  that  due  to  the  fact  that  the  assets  of  a  company  can  neither 
be  invested  immediately  on  receipt,  nor  made  to  earn  interest  up 
to  the  moment  they  are  expended. 

The  tables  given  below  aim  to  produce  the  same  result  as  the 
'*  mean  cost  of  insurance  "  as  usually  tabulated.  They  are  based  on 
the  fact  that  the  policy  year  cost  of  insurance,  where  the  attained 
age  at  the  middle  of  the  year  is  y+|,  may  be  expressed  as  the 

gross  amount  at  risk  X  — ; — —  —  the  mean  reserve  X  — ~-  which 

\+Vpy  1+Vpy 

may  be  demonstrated  as  follows: 

If  /,  M,  and  T  are  the  initial,  mean,  and  terminal  reserves, 
per  unit  gross  amount  at  risk, 

I  =  vqy-\-vpyXT 

hence  M=^^+i±^^xr 

22  • 
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and  T- 


and  the  net  amount  at  nsk=  i  — 


i-{-v         2M 

l-hVpy  l-{-Vpy 


r   •  (l+l')^v  ir      20,, 

Hence  cost  of  insurance       = — , — -^—Al- 


l+Vpy  l+Vpy 

If  the  gross  amount  at  risk  and  the  mean  reserves  have  been 
grouped  according  to  attained  age  the  cost  of  insurance  for  the 
current  policy  year  will  be  found  by  the  application  of  these  tables , 
if  the  corresponding  calculation  is  made  for  the  end  of  the  previous 
year,  the  mean  between  the  two  will  give  the  mean  cost  for  the 
calendar  year,  which,  however,  must  be  adjusted  on  account  of 
all  claims  occurring  in  the  calendar  year  after  their  poHcy  anni- 
versaries in  that  year,  a  full  year's  cost  being  added  in  each  case. 

The  calculations  were  made  in  the  following  order,  eight  signifi- 
cant figures  being  used  throughout  and  the  final  results  cut  down 
to  six  places  of  decimals: 


~,  — ^X-f  ,  -^— X^ — ,  reciprocal  of  last, 
a-.       2       Or        2       dor    2 


~ ;—  ,  reciprocal  of  last. 

dx    -i-+v 
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TABLES  FOR  THE  CALCULATION  OF  THE  COST  OF  INSURANCE 

FROM  THE  AMOUNT  INSURED  AND  THE 

MEAN  RESERVE  BY  ATTAINED  AGES 


American  Experience 

American  Experience 

Combined  Experience 

3  Per  Cent 

3i  Per  Cent 

4  Per  Cent 

Age 

29^ 

i+Px-v 

2q^ 

I+Px'V 

'9x 

1+P^-V 

l+Px'^ 

i+P^.v 

lO.  . 

.007518 

.007629 

.007518 

.007647 

,006782 

.006915 

II .  . 

.007544 

.007656 

.007544 

.007674 

. 006809 

.006942 

12.  . 

.007571 

.007683 

.007571 

.007701 

•006835 

. 006969 

13- • 

.007598 

.007710 

•007598 

.007728 

.006872 

.007006 

14.  . 

.007625 

•007737 

.007625 

•007756 

.006919 

007055 

I5- 

.007662 

.007776 

.007662 

•007794 

.006967 

.007104 

16.. 

.007690 

.007804 

.007690 

.007822 

.007027 

.007164 

17.. 

.007718 

.007832 

.007718 

,007850 

.007087 

.007226 

18.. 

.007756 

.007871 

.007756 

.007890 

.007159 

.007299 

19.. 

.007795 

.007910 

.007795 

.007929 

.007232 

•007374 

20.  . 

■    .007835 

.007951 

•007835 

.007969 

.007317 

.007460 

21.  . 

. 007886 

. 008002 

.007886 

.008021 

.007404 

•007549 

22.  . 

•    007937 

.008055 

.007937 

.008074 

.007492 

.007639 

23- • 

.007990 

.008108 

.007990 

.008127 

•007592 

.007741 

24.. 

. 008043 

.008162 

. 008043 

.008181 

•007695 

.007846 

25-- 

.008097 

.008216 

. 008097 

.008236 

.007800 

.007952 

26.. 

.008163 

.008283 

.008163 

.008303 

.007917 

. 008073 

27.. 

.008230 

.008352 

.008230 

.008371 

. 008038 

.008195 

28.. 

.008298 

.008421 

.008298 

.008441 

.008172 

.008332 

29.. 

•008379 

.008503 

.008379 

•008523 

. 008308 

.008471 

30.. 

.008462 

.008587 

.008462 

.008607 

. 008460 

.008626 

3I-- 

.008546 

.008672 

.008546 

. 008693 

.008614 

.008783 

32.. 

. 008644 

.008772 

. 008644 

.008792 

.008784 

•008957 

33- • 

.008755 

.008885 

■008755 

. 008906 

.008958 

.009134 

34.- 

.008.869 

.009001 

. 008869 

.009022 

.009136 

•009315 

35- • 

.008986 

.009119 

. 008986 

.009140 

•  009330 

■009513 

36.. 

.009130 

.009264 

.009129 

.069286 

.009529 

.009716 

37- • 

.009276 

.009414 

.009276 

. 009436 

•009733 

.009924 

38.. 

. 00945  2 

•009592 

•009452 

.009615 

•009955 

.010150 

39- • 

.009632 

•009774 

.009632 

.009797 

.010182 

.010381 

40.. 

.009842 

.009987 

.009842 

.010011 

.010415 

.010619 

41.. 

.010057 

.010206 

•  01005 7 

.010230 

.010667 

.010876 

42.. 

.010305 

.010457 

.010304 

.010482 

•010953 

.011168 

43- • 

.010572 

.010728 

.010572 

•  010753 

.011313 

■OII535 

44-  ■ 

.010887 

.011048 

.010887 

.011074 

.011765 

.011996 

45- • 

.011225 

.011391 

.011225 

.011418 

.012286 

.012526 

46.. 

.011628 

.011800 

.011628 

.011828 

.012920 

•OI3174 

47- • 

.012072 

.012250 

.012072 

.012279 

.013606 

•013873 

48.. 

.012587 

•012773 

.012587 

.012803 

.014360 

.014642  • 

49- • 

.013191 

•OI3386 

.013191 

.013418 

•OI5I73 

.015470 

50.. 

.    .013876 

.014081 

■013875 

.014114 

.016064 

•016379 

5i- 

.014645 

.014862 

•014645 

.014897 

.017040 

•017374 

52-- 

.015506 

•015736 

•015506 

•OI5773 

.018106 

.018461 

53-- 

.016466 

.016709 

.016465 

.016748 

•019273 

.019651 

54- • 

.017546 

.017805 

.017546 

.017847 

.020518 

.020920 
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TABLES  FOR  THE  CALCULATION  OF  THE  COST  OF 
INSURANCE— CoM/m«e^ 


American  Experience 
3  Per  Cent 


American  Experience 
35  Per  Cent 


Combined  Experience 
4  Per  Cent 


Age 


i+Px'V 


(l+t')9;C 
1+^ 


2?^ 


I+K-f 


T.+Px-1> 


x+p^. 


018742 
020082 
021562 

023198 
025025 

027049 
029297 
031782 
034520 
03755s 
040938' 

044669 

048793 
053369 
058395 
063946 
069999 

076512 

083475 

090926 


I0774I 
1 1 7492 
128474 

140876 

155535 
172047 
190668 
2II52I 

235922 
266472 

305689 
356189 

418096 

491759 
585690 
721793 

922482 
I50I42 

483556 
970874 


OI90I9 

020379 
021880 
023540 
025395 
027449 
029730 
032251 
035030 

038IIO 

041543 
045329- 
049514 
054158 
059258 

064891 

071033 

077642 
084709 
092269 

100434 
109333 

II9229 

130372 
142957 

157833 
174589 
193486 
214647 
239409 

270410 
310206 

361453 

424274 

499027 

594345 
732460 

936115 
167139 
505481 


018742 
020081 
021561 
023197 
025024 

027048 
029296 
031780 
034519 
037553 

040936 
044666 
048790 
053366 
058391 
063941 
069993 
076505 
083466 
090916 

098960 

107727 
117476 
128454 
140852 

155505 
172011 
190624 
211467 
235855 
266386 
305576 
356036 
417S84 
491467 

585275 
721163 

921454 
148543 
480897 

966184 


019064 
020427 
021932 
023596 

025454 

027513 
029800 

032327 
035113 
038 I 99 

041640 

045434 
049629 
054283 
059395 
065040 
071197 
077820 
084902 
092479 
100662 
109579 


130663 
143274 

158180 
1 74969 
193902 
215104 
239912 

270967 
310831 
362159 

425071 
499920 

595341 
733567 
937302 
168296 
506367 


021897 
023391 
024982 
026731 
028643 

030794 
033142 
035736 
038555 
041659 

045055 
048752 
052807 
057189 
061911 

067068 
072657 
078730 
085308 
092478 

100257 
108676 
117912 
128002 
138922 

150784 
163579 
177384 
192513 
209123 

228019 
249714 
274873 
304925 
341298 

384793 
438598 
505731 
589310 
691254 

818771 
951049 

047945 
186047 

961539 


022326 
023850 

025471 
027256 
029205 

031398 
033791 
036436 
0393 I I 
042476 

045939 
049707 

053842 
058311 
063125 

068383 
074082 
080274 


094292 

102222 
I 10807 
120224 
1305 1 2 
141646 

153741 
166786 


196288 
213223 

232490 
254610 
280263 
310904 
347991 

392338 
447198 

515647 
600865 
704808 

834826 

969697 
068493 
209302 
000000 
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THE  VALUATION  IN  GROUPS  BY  ATTAINED  AGE  OF  A 
COMPANY'S  LIABILITIES  UNDER  THE  DIS- 
ABILITY PROVISIONS  OF  ITS  POLICIES' 

By  H.  W.  CURJEL 

Many  excellent  papers  have  been  published  on  disability 
benefits,  but  the  subject  of  grouping  policies  for  the  purpose  of 
valuing  the  liabilities  under  the  disability  provisions  does  not 
appear  to  have  been  dealt  with.  The  object  of  this  note  is  to 
explain  a  method  of  grouping  the  data  for  such  a  valuation  by 
attained  age,  irrespective  of  plan. 

It  is  assumed  that  the  reserve  excluding  that  due  to  the  dis- 
ability provisions  is  calculated  separately;  and  attention  will  be 
confined  to  policies  on  active  lives,  as  the  calculations  of  the  reserves 
for  policies  on  disabled  lives  require  separate  treatment.  The 
notation  used  is  that  of  Mr.  Little's  paper. 

In  the  first  instance  an  explanation  will  be  given  of  the  method 
as  applied  to  policies  providing  for  waiver  of  premiums  only  or 
for  waiver  of  premiums  and  income  during  disability  until  the 
termination  of  the  policy  by  death  or  maturity,  without  deduction 
from  the  amount  insured  on  account  of  the  disability  benefits 
received. 

If  a  policy  is  issued  at  age  x  and  the  net  premium  for  the  dis- 
ability benefit  of  annual  amount  A  is  ir,  at  the  end  of  the  nth  year 
the  present  value  of  the  disabihty  benefits  is: 


^x  +  n         ^x  +  n  ^x  +  n 


and  that  of  the  net  premiums  is: 

D 


x  +  n 


x+n 


'  Papers  referred  to:   .\rthur  Hunter,  Transactions  of  the  Actuarial  Society, 
XII,  44;  J.  F.  Little,  ibid.,  XIV,  55;  Mervyn  Davis,  ibid.,  XVII,  211. 
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where  B  and  C  are  constants  which  depend  on  the  hmitations  of 
the  benetits  as  to  age,  that  is,  on  the  hmiting  age  up  to  which  the  risk 
of  disability  is  covered  and  the  age  at  which  the  benefits  cease  if 
disabihty  has  occurred  prior  to  that  age,  and  D  depends  on  the 
age  at  which  the  net  premiums  cease  to  be  payable. 

Take  as  an  example  the  benefit  for  which  formula  22  of 
Mr.  Davis'  paper  (p.  219)  is  given.  If  the  ages  are  changed,  this 
may  be  written 


x+n 


or,  the  terms  being  rearranged: 

ra  1  rai  tit-j      rs  -t  r         ra  -i  rai  rs  i  r 

^x+n  ^x+n  ^x+n 

The  values  of  A,  B,  and  C  for  a  disability  benefit  of  i  per 
annum,  which  terminates  at  age  m,  less  than  the  limiting  age  of 
the  table  (as  in  the  case  of  an  endowment  insurance  maturing  at 
age  m)  will  be: 

^  =  1,  B=nI  .  ''M-"'MZ,  C=WI 

'  mm  fti'  nt 

and  if  the  last  payment  of  the  net  premium  is  due  at  the  age  m-2, 

In  case  of  an  ordinary  life  policy  with  disability  benefits  to 
the  limiting  age  of  the  table  used  the  terminal  reserve  will  be 


'"Mr 
A ^-TT-a 

x+n 


x+n 


where  a^^^  is  the  active  life  annuity  ceasing  at  the  limiting  age, 
last  payment  a  year  before  limiting  age  is  attained;  and  in  case 
of  endowment  insurance  maturing  at  age  ni 
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pjja  x+n  '    ^  m  m  '  m  —  i  m'  -p.aa 

x+n  x+n 

-A-W ^ 

m       T)<i'^ 

X-\-7l 

where  a"V,  has  the  same  meaning  as  in  the  previous  formula  and 
N'^'^_  represents  the  summation  of  Z)"**  extending  to,  but  not 
including,  the  hmiting  age. 

In  these  cases  it  is  unnecessary  to  separate  the  income  and 
waiver  benefits. 

In  case  of  a  limited-payment  policy  the  formula  will  be  a  com- 
bination of  the  two  given  above,  the  reserve  for  the  waiver  of 
premium  being  the  same  as  that  for  an  endowment  insurance 
policy  maturing  at  the  end  of  the  premium  payment  period  and 
with  the  same  annual  disability  benefit;  and  the  reserve  for  the 
income  benefit  being  the  same  as  under  an  ordinary  life  policy 
with  the  exception  that  the  net  premium  will  be  changed  and  a 
correction  of  Tr-N^/D'Z_^  must  be  added. 

It  is  most  convenient  to  use  commutation  columns  based  on  a 
disability  table  extending  at  least  to  the  highest  limiting  age  to 
which  the  risk  of  disability  is  covered,  though  this  is  not  essential, 
as  the  necessary  correction  can  be  made  by  modifying  the  constants 
B,  C  and  D. 

From  the  foregoing  examples  it  will  be  clear  how  to  write  dowTi 
the  formulas  for  any  other  cases.  In  case  of  the  disability  benefits 
for  endowment  insurances  and  of  limit e'd-payment  policies  pro- 
viding for  waiver  only  care  must  be  exercised  to  exclude  negative 
values.  If  a  limited  payment  policy  provides  for  an  income 
benefit  of  an  amount  such  as  is  usual  in  such  policies,  the  positive 
reserve  for  the  income  benefit  is  much  larger  than  any  negative 
reserve  that  can  occur  for  the  waiver  benefit,  so  that  the  combined 
reserve  is  always  positive. 

The  figures  and  tables  below  are  based  on  the  table  for  dis- 
ability occurring  before  sixty,  interest  3  per  cent,  given  on 
pages  68  and  69  of  Mr.  Hunter's  paper,  and  the  commutation 
columns  used  are  those  given  on  pages  239  and  240  of  Mr.  Davis' 
paper. 
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The  number  of  years  after  which  negative  terminal  reserves 
commence  in  case  of  a  twenty-year  endowment  poHcy  is  given  in 
the  following  table.  All  values  are  negative  for  ages  at  issue  up 
to  thirtv. 

'  Age  at  Issue  Year  after  Which  Terminal 

°  Keser%-e  Is  rsegative 

31 4 

32 6 

33 7 

34 8 

35 8 

36 9 

37 ic 

38 II 

39 II 

40 12 

For  age  at  issue  forty  and  older  ages,  all  the  terminal  reserves  are 
positive.  Negative  reserves  will  occur  at  the  same  ages  at  issue 
and  durations  in  case  of  twenty-payment  life  policies  providing 
for  waiver  only. 

If  cards  are  written  for  use  in  valuing  the  disabiUty  benefits, 
they  should  contain,  in  addition  to  data  for  identifying  the  policy 
and  locating  the  principal  policy  card: 


Office  Year  of  Birth 

1 

1 

Annual 

Disability 

Benefit 

U) 

Out 

Net  Premium 
for  Disability 
Benefit  ■ 

Out 

Corr. 

(i) 

(C) 

Out 

Corr. 
(2) 

{B+D) 

Out 

Waiver 
Income 

After  policy  anniversary  in the  reserve  is  half  the  net  premium 

The  letters  in  parentheses  under  the  headings  indicate  the  con- 
stants in  the  formulas  above,  which  appear  in  the  columns.  In  the 
columns  headed  "Out''  will  appear  the  year  in  which  the 
corresponding  figure  must  be  canceled.  The  last  line  is  for  use 
when  negative  terminal  values  appear.  For  each  otfice  year  of 
birth  the  items,  after  exclusion  of  cards  giving  negative  terminal 
values,  will  be  totaled,  and  if  the  results  for  policies  of  valuation 
age  (y-fl)  are 

204),  2(7r),  S(C),  S(5+£>) 
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The  mean  reserve  for  the  disabihty  benefits  under  these  policies 
will  be 

/ra  -t  rai      ra  ■,  rai     \  ^aa  ,   ^aa 

M         M   ,    \  a    +a  ,   — i 


y  y+i  I 

The  cards  corresponding  to  policies  with  negative  terminal  reserves 
should  be  separated  and  the  net  premiums  totaled  irrespective  of 
age  and  the  proper  reserve  will  be  half  the  total  net  premiums. 
The  reserves  for  waiver  of  premium  should  be  based  on  the  waiver 
of  the  regular  gross  premium,  not  including  the  additional  premium 
for  disability  or  for  any  benefits  which  cease  when  the  insured 
becomes  disabled,  and  not  on  the  net  premium.  Tables  are  given 
for  the  factors  required  for  valuation  by  the  foregoing  formula 
and  for  the  net  premiums  and  corrections  for  $ioo  per  annum 
disability  benefit  for  ordinary  life,  twenty-payment,  and  twenty- 
year  endowment. 

For  convenience  the  factors  tabulated  are 

a  TLjai      ra  ,.  joz     \ 

— ^H ^^-^  )  ,  corresponding  to  annual  disability  benefit  of 

looo  and  \\  — — H and  —  — —-\ 


\       X  X+l/  \         X  X+l 

and  the  corrections  are  correspondingly  modified. 

Owing  to  the  small  values  of  the  reserves  and  to  the  fact  that 
some  of  the  factors  are  greater  than  lo,  it  is  ad\asable  to  calculate 
the  net  premiums  and  corrections  to  three  places  of  decimals.  For 
the  purpose  of  testing  for  negative  values,  four  places  should  be 
used. 

The  extension  of  the  method  to  other  plans  should  be  obvious 
from  the  above;  as  also  to  the  more  complex  benefits  treated  in 
Mr.  Little's  paper;  in  the  latter  cases  there  may  be  as  many  as 
five  correction  columns,  the  three  additional  ones  being  multiplied 
by  the  mean  values  of 

rlaj^ai      rsj^  rs^ 

X  X  _\      k  X 

.  and  — — - 
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HUNTER'S  DISABILITY  TABLES;    LIMITING  AGE  60. 

INTEREST  3  PER  CENT. 

NET  PREMIUMS  FOR  $100  DISABILITY  INCOME  BENEFIT 


Age 

Ordinary 
Life 

Twenty-Pay- 
ment Life 

Twenty-Year 
Endowment 

Twenty-Pay- 
ment Life 
Correction  (i) 

Twenty- Year  Endowment 

Correction  (i) 

Correction  (2) 

15.... 

.601 

-915 

.223 

4.230 

46.852 

129-354 

16.... 

.620 

•935 

•233 

4-051 

40 . 948 

114.369 

17.... 

•639 

-954 

•243 

3.870 

35  -  740 

loi .114 

18.... 

.658 

-974 

•253 

3.688 

31.142 

89.378 

19.... 

.678 

-993 

.264 

3-505 

27.085 

78.987 

20 ...  . 

.698 

1 .012 

•275 

3-320 

23-503 

69.776 

21 ...  . 

.719 

1.030 

.286 

3-135 

20.337 

61.602 

22 

.740 

1 .048 

.298 

2.949 

17-540 

54-341 

23.... 

.762 

1.065 

.310 

2.764 

15.070 

47.891 

24.... 

.784 

1. 081 

-323 

2.579 

I 2 . 890 

42.161 

25.... 

.806 

1 .098 

-337 

2-395 

10.972 

37076 

26.... 

.829 

1. 113 

-351 

2.212 

9.286 

32  564 

27.... 

•853 

1. 128 

-367 

2.032 

7.807 

28 . 564 

28.... 

.878 

I -143 

-383 

1-853 

6.516 

25-023 

29.... 

•903 

I-157 

.401 

1.677 

5-390 

21.887 

30.... 

.929 

1 .170 

.420 

1-505 

4-413 

19. 114 

31.... 

■957 

1. 184 

-442 

1-336 

3-569 

16.663 

32.... 

.986 

1. 197 

.466 

1. 171 

2-844 

14.501 

33--- 

1 .017 

I.  210 

-493 

1 .009 

2.225 

12.595 

34--- 

1.050 

1.223 

•523 

.852 

1 .702 

10.918 

35---- 

1.085 

1.236 

-556 

.699 

1 .  264 

9.446 

36.... 

1 .121 

1.248 

-593 

-550 

.904 

8.159 

37.-- 

1 .  160 

1 .260 

-635 

-405 

.611 

7-035 

38.... 

1.200 

1 .270 

.681 

.265 

-381 

6.057 

39.... 

I   243 

1.280 

-732 

.130 

.205 

5.206 

40.... 

1.288 

1.288 

.790 

.081 

4-469 

41 ...  . 

1-335 

1-335 

•855 

3-831 

42.... 

1.384 

1-384 

-944 

3.281 

43  •  •  ■  • 

1-437 

1-437 

1.032 

2.807 

44.... 

1.492 

1.492 

1 .120 

2-399 

AS--- 

I-5SI 

I-551 

1.208 

2.049 

46.... 

1. 614 

1 .614 

1.297 

1-747 

47 

1. 681 

1. 681 

1-388 

1.488 

48.... 

1-752 

I   752 

1.482 

1 .  266 

49 ... . 

1.829 

1.829 

1-579 

1-075 

SO.... 

1 .912 

1 .912 

1.680 

.910 

51  ■■•• 

2.002 

2.002 

1.787 

-769 

52.... 

2.100 

2.100 

1 .900 

.648 

53  ■  •  •  • 

2.207 

2.207 

2.022 

-544 

SA---- 

2.326 

2.326 

2-153 

•455 

55.  .  .  . 

2-457 

2-457 

2.297 

•378 
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HUNTER'S  DISABILITY  TABLES;    LmiTIXG  AGE  60. 

INTEREST  3  PER  CENT 

VALUATION  FACTORS.     MEAN  VALUES 


Age 

/ra^J^ra^aj\ 

aa.aa     _ 
^x  +\+t     ' 

xos/"^.;x+x\ 

xos/   ^    +     ^     \ 

3  (^  ^«.         ^aa^^  1 

2 

^V^r  K%^  1 

2    y^aa     ^aa^J 

IS-- 

132-342 

21 .190 

.6622 

I .6492 

16.. 

135-135 

20 . 984 

-6875 

1-7125 

17.. 

137-880 

20.769 

.7138 

1.7782 

18.. 

140.568 

20.545 

.7409 

1.8462 

19.. 

143-195 

20.312 

.7691 

I .9169 

20.  . 

145-749 

20.071 

-7982 

1.9903 

21.  . 

148.222 

19.821 

-8285 

2 . 0666 

22.  . 

150. 611 

19.562 

-8598 

2.1458 

23-- 

152.912 

19.294 

.8923 

2.2283 

24.. 

155-I21 

19.017 

•9259 

2.3140 

25-  • 

157.232 

18.730 

.9607 

2.4031 

26.. 

159-245 

18.434 

.9967 

2.4958 

27.. 

161. 161 

18.127 

I . 0340 

2-5923 

28.. 

162.982 

17.810 

1-0725 

2.6928 

29.. 

164.724 

17.482 

1. 1 1 24 

2.7973 

30-- 

166.407 

17.144 

I -1536 

2.9063 

3I-- 

168.038 

16.793 

I . 1962 

3.0197 

32-. 

169.615 

16.431 

I . 2402 

3-1379 

33- ■ 

17I-I29 

16.057 

1.2856 

3.261I 

34-- 

172.562 

15.669 

1-3323 

3-3896 

35- 

173-888 

15.269 

I . 3804 

3-5235 

36-. 

175-075 

14-854 

1.4299 

3.6632 

37-- 

176.081 

14.426 

I . 4805 

3-8091 

38-. 

176.865 

13-983 

I  5323 

3-9615 

39- 

177-390 

13-525 

I  5850 

4 . 1 209 

40.. 

177.620 

13052 

1.6385 

4.2876 

41.  . 

177-516 

12.563 

1.6924 

4.4621 

42.. 

177039 

12.057 

I  7465 

4  -  6449 

43-- 

176.145 

11-534 

I . 8003 

4.8366 

44- 

174.790 

10.993 

1-8532 

5-0379 

45- • 

172.919 

10.434 

I . 9044 

5 • 2494 

46.. 

I 70 . 464 

9  855 

1-9529 

5-4720 

47- • 

167.352 

9.256 

I  9975 

5  -  7067 

48.. 

163-495 

8.636 

2.0365 

5  9548 

49-. 

158.788 

7  995 

2.0678 

6.2174 

SO-- 

153-112 

7  331 

2.0885 

6 . 4963 

5I-- 

146.326 

6.643 

2.0949 

6.7933 

S2.. 

138.262 

5  929 

2.0818 

7.1103 

53- ■ 

1 28 . 699 

5-188 

2.0426 

7.4496 

54- • 

117-344 

4-417 

1.9677 

7.8140 

SS-- 

103.815 

3-614 

I  -  8439 

8 . 2068 

56-- 

87.622 

2-775 

1.6528 

8.6320 

S7-- 

68.130 

1.896 

I. 3681 

9.0944 

58-- 

44-530 

-973 

-9527 

9-5995 

59- 

15-795 

•3534 

10.1541 
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As  an  illustration  of  how  the  data  would  be  treated  for  valua- 
tion, the  necessary  data  of  seventeen  policies' — all  with  the  same 
"  Ofl5ce  Year  of  Birth,"  1879,  but  of  various  plans  and  ages  at  issue — 
are  tabulated.     The  calculation  of  the  mean  reserve  is  also  shown. 


ILLUSTRATION 
Mean  Reserve  Calculation  1919  for  Disability  Benefits 
Office  Year  of  Birth,  1879        Age  Attained  in  1919,  40 


Policy  Number 

Annual 

Disabil.           f. 
Benefit           *^"* 
-A"         ] 

Corr. 

(I) 
"C" 

Out 

Net 

Premium 

"tt" 

Out 

Corr. 

(2) 

"B+D" 

Out 

A 

28.19 

37.99      1933 
34.30 

51.69      1934 
4'?.  40       IO?A 

3  589 

•703 

4.217 

3.541 
.014 

1.682 
2.  282 
2.297 

1.757 
2.098 

2.456 

.803 
2.049 
3-165 
6.057 
2.772 
.014 
.060 

3.813 
8.809 

1922 

1924 
1924 

1925 
1920 
1926 

1925 
1920 

1936 

1928 
1928 
1928 

1937 
1924 

.  ?o6 

1933 

1934 
1934 

1925 
1920 

1935 
1925 
1920 

1936 
1936 

1936 
1936 
1936 

1937 
1937 

.480 

•467 
■392 

.454 
.720 
.200 

.474 
.661 

•154 
.265 

.199 
.381 
.174 

•150 

.156 

2.304 

B 

I 
I 

2 

I 
I 

211 
312 
307 
257 
500 

275 
019 
007 
207 
019 
006 

371 
200 
276 
270 
388 
991 
356 
681 
312 
570 

394 
699 
491 
536 
535 

1922 

1924 
1924 

.C 

D 

E 

F 

44.62 

C    23 . 70 

5.89 

1       4.20 

32.65 
6.15 

[         3-86 

30.88 

100.00 

40.55 
100 . 00 

39.20 
100.00 

52.26 
100.00 

45.77 
47.68 

200 . 00 
56.27 

1 20 . 00 

73.23 
1 20 . 00 

27  .O^ 

1925 
1920 

1935 
1925 
1920 

1936 

1936 
1936 
1936 

1937 
Tn2/i 

G 

H 

1925 
1920 
1926 

1925 
1920 

I 

J 

1936 
1936 

K 

L 

1928 
1928 
1928 

M 

N 

0 

P 

1937 
1937 
1924 

Q 

Totals 

Multiply  by. 

1569-53 
. 177620 

52.178 
1.6385 

15.496 
13.052 

7.631 

4.2876 

278.78 

—  202.25 

32.71 

-  85.49 

85 -49 

202.25 

32.71 

Mean  Re- 
serve 

23 -75 

Note. — The  "Out"  columns  are  unnecessary  for  valuation,  but  are  convenient  if  sheet  is 
used  as  permanent  record  in  place  of  cards. 
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Policies  A  to  H  provide  for  waiver  of  premiums  only,  and 
policies  I  to  P  provide  for  income  benefits  in  addition;  policy  Q 
provides  a  waiver  of  premium  benefit  for  which  a  single  premium 
has  been  charged.  The  plans  included  are  ordinary  life,  twenty- 
payment  life,  twenty-year  endowment,  endowment  at  sixty-five. 


POL.     NO. 

H 

NAME                                                                                                                                                                STATE 

20  Pay.  XX    D.  B. 

FORM   NO. 

AGE 

37 

DATE 

1916 

AMT.  2000 

Ist  5  vrs. 

PREH.  43^04 

PREM. 

OFFICE  YEAR   BIRTH 

GROSS  PREMS.  FOR  DIS.  BEN.             | 

GROSS  PREM.  FOR  D.  1. 

tYear  of  issue  less  age  at  issue) 

1879 

.38 

.32 

.25 

ANNUAL   DiS    BENEFIT 

OUT 

CORK.  (1) 

OUT 

NET  PREM.  DIS    8 

OUT 

CORR.  (2) 

OUT 

WAIVER                            32.65 

1935 

2.297 

1926 

,207 

1935 

..200 

192( 

6. .15 

1925 

1.-757 

1925 

.019 

1925 

..474 

19  2J 

3. -8  6 

1920 

2. .09  8 

1920 

.006 

1920 

..661 

192( 

JNCOME 

1926 

3197-M4                                          After  anniversary  in reserve  is  to  be  calculated  as  !  net  premium 

POL.      NO. 

J 

NAME                                                                                                                                                   STATE 

PLAN 

20  Pay.         D.   I.   I.   D. 

FORM   NO, 

AGE 

36 

DATE 

1917 

AMT. 

1000 

PREM. 

42.79 

PREM. 

OFFICE  YEAR   BIRTH 

GROSS  PREMS.  FOR  DIS.  BEN.             | 

GROSS  PREM.  FOR  D.  1. 

(Yea 

r  ot  issue  less  age  at  issue) 

1879      ' 

1.99 

.25 

ANNUAL 

DIS    BENEFIT 

OUT 

CORR.  (1) 

OCIT    . 

NET  PREM.  DIS.  B 

OUT 

CORR.  (2) 

OUT 

WAIVER 

40.55 

1936 

2-.  456 

i97>f, 

,-?.7fi 

1976 

— 054- 

0936 

INCOME 

100.00 

1,270 

L936 

i265 

19?16 

3'9'-«-ii                                             After  anniversary  in .reserve  is  to  be  calculated  as  J  net  premium 

twenty-payment  endowment  at  sixty-five,  and  endowment  at 
eighty-five;  in  case  of  policies  G  and  H  the  premium  decreases 
at  the  end  of  five  and  ten  years  from  the  date  of  issue. 

Cards  corresponding  to  policies  H  and  /  are  also  shown. 

My  thanks  are  due  to  Mr.  H.  G.  Pinger  for  assistance  in 
making  the  calculations. 


1919]       Revenue  Act  and  Life  Insurance  Companies  39 


THE   REVENUE   ACT  OF    1918  AND   LIFE   INSURANCE 

COMPANIES 

By.  S.  L.  PHELPS 

It  is  not  the  purpose  of  this  paper  to  discuss  the  desirability 
or  justice  of  taxing  the  business  of  Ufe  insurance  in  the  manner 
provided  in  the  Revenue  Act  of  1918  but  to  point  out  the  princi- 
pal provisions  of  the  Act  which  affect  the  tax  returns  of  lite  insur- 
ance companies.  The  lack  of  economic  justification  for  the 
ever-increasing  burden  of  taxation  which  is  being  laid  upon 
protection  provided  for  dependents  has  been  treated  in  many 
papers  and  discussions  and  needs  no  further  presentation  before 

this  institute. 

The  various  taxes  imposed  by  the  Revenue  Act  are  collected 
bv  the  commissioner  of  internal  revenue  in  accordance  with 
regulations  which  are  issued  from  time  to  time.  It  was  thought 
that  it  would  be  a  convenience  to  the  members  of  the  Institute 
if  the  provisions  of  the  law  and  the  departmental  rulings  which 
particularv  affect  life  companies  were  gathered  together.  The 
law  as  it  was  finallv  passed  does  not  tax  life  insurance  companies 
in  a  special  maimer  but  classes  them  with  all  other  corporations. 
Because  of  the  nature  of  the  business  and  methods  of  accounting 
it  is  necessary  that  a  large  number  of  rulings  be  made  so  that  the 
transactions  of  a  life  insurance  company  can  be  made  to  fit  the 
regular  corporation  form  of  return. 
Section  1307  provides: 

That  in  aU  cases  where  the  method  of  coUecting  the  tax  imposed 
by  this  Act  is  not  specifically  provided  in  this  Act.  the  tax  shall  be 
coUected  in  such  manner  as  the  Commissioner,  with  the  approval  of 
the  Secretary,  may  prescribe. 


Sec.  1309  provides:  . 

That  the  Commissioner  with  the  approval  of  the  Secretary,  is 
hereby  authorized  to  make  all  needful  rules  and  regulations  for  the 
enforcement  of  the  provisions  of  this  Act. 
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Sec.  13 1 8  provides  for  the  jurisdiction  of  the  United  States 
district  courts  in  suits  brought  in  connection  with  the  enforcement 
of  the  provisions  of  the  act. 

Thus  any  conclusions  advanced  in  this  paper  may  be  changed 
or  modified  by  later  decisions  and  rulings. 
Reg.  45>  art.  1508: 

Insurance  companies  include  both  stock  and  mutual  companies, 
as  well  as  mutual  benefit  insurance  companies. 

The  principal  taxes  imposed  on  life  insurance"  companies  are: 
(i)  income,  (2)  war  and  excess  profits,  (3)  insurance,  (4)  capital 
stock. 

I.      INCOME   TAX 

Section  230  levies  a  tax  for  the  calendar  year  191 8  of  12  per 
cent  of  the  amount  of  the  net  income  in  excess  of  the  credits 
provided  in  section  236  and  for  each  calendar  year  thereafter  10 
per  cent  of  such  excess  amount.  Section  213  defines  gross  income 
as  including  in  general  all  "gains,  profits,  and  income  derived 
from  any  source  whatever."  Section  233  modifies  this  definition 
as  follows: 

In  the  case  of  life  insurance  companies  there  shall  not  be  included 
in  gross  income  such  portion  of  any  actual  premium  received  from 
any  individual  policyholder  as  is  paid  back  or  credited  to  or  treated 
as  an  abatement  of  premium  of  such  policyholder  within  the  tax- 
able year. 

Reg.  45,  art.  548; 

The  gross  income  of  insurance  companies  consists  of  their  total 
revenue  from  the  operation  of  the  business  and  of  their  income  from 
all  other  sources  within  the  taxable  year  except  as  otherwise  provided 
by  the  statute.  Gross  income  includes  net  premiums,  that  is,  gross 
premiums  less  returned  premiums  on  policies  cancelled  and  premiums 
on  policies  not  taken,  investment  income,  profits  from  the  sale  of  assets, 
and  all  gains,  profits  and  income  reported  to  the  state  insurance  depart- 
ments, except  income  specifically  exempt  from  tax.  A  net  decrease 
in  reserve  funds  required  by  law  within  the  taxable  year  must  be 
included  in  the  gross  income. 

Reg.  45,  art.  549: 

A  hfe  insurance  company  shall  not  include  in  gross  income  such 
portion  of  any  actual  premium  received  from  any  individual  policy- 
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holder  as  is  paid  back  or  credited  to  or  treated  as  an  abatement  of 
premium  of  such  poHcyholder  within  the  taxable  year. 
{a)  "Paid  back"  means  paid  in  cash. 

(b)  "Credited  to"  means  held  to  the  credit  of,  including  dividends 
applied  to  pay  renewal  premiums,  to  purchase  additional  paid-up 
insurance  or  annuities,  or  to  shorten  the  endowment  or  premium- 
paying  period.  It  does  not  include  dividends  provisionally  ascertained 
and  apportioned  upon  deferred  dividend  policies. 

(c)  "Treated  as  an  abatement  of  premium"  means  of  the  premium 
for  the  taxable  year.  When  the  dividend  paid  back  is  in  excess  of  the 
premium  received  from  the  policyholder  within  the  taxable  year  there 
may  be  excluded  from  gross  income  only  the  amount  of  such  premiums 
received,  and  where  no  premium  is  received  from  the  poHcyholder 
within  the  taxable  year  the  company  is  not  entitled  to  exclude  from  its 
premiums  received  from  other  poUcyholders  any  amount  in  respect 
of  such  dividend  payment. 

The  Revenue  Law  of  1913  contained  this  language: 

Life  insurance  companies  shall  not  include  as  income  in  any  year 
such  portion  of  any  actual  premiums  received  from  any  individual 
policyholder  as  shall  have  been  paid  back  or  credited  to  or  treated  as  an 
abatement  of  premium  of  such  individual  policyholder  within  such  year. 

In  the  decision  in  the  case  of  Penn  Mutual  Life  Insurance  Co. 
vs.  Ephraim  Lederer  in  the  District  Court  for  the  Eastern  District 
of  Pennsylvania  the  following  interpretation  was  placed  on  this 
provision : 

To  decide  it  we  may  adopt  the  correction  caution  of  the  old  sur- 
veyors which  golfers  follow  upon  the  putting  green.  We  will  thus 
seek  to  verify  or  correct  the  foreview  by  reversing  the  line  of  sight 
and  by  taking  a  hindsight.  So  viewed,  the  clause  reads  that  moneys 
which  have  within  the  year  been  paid  back  to  policyholders  or  so  treated 
shaU  not  be  included  in  the  gross  income  return  of  the  companies,  if 
such  moneys  were  previously  received  from  policyholders  as  premiums. 
When  so  read  it  becomes  clear  that  the  clause  cannot  be  given  the 
meaning  which  the  L'nited  States  gives  to  it  without  adding  an  expres- 
sion of  thought  that  the  moneys  so  paid  back  within  the  year  shall 
have  also  been  received  within  the  year,  and  if  the  right  to  add  the 
further  thought  or  make  this  interpretation  be  denied  by  the  reader, 
then  the  clause  must  be  read  as  .the  counsel  for  the  defendant  reads 
it,  to  wit:  that  all  moneys  which  have  been  paid  back  to  the  policy- 
holders within  the  year  shall  be  excluded  from  gross  income,  if  the 
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moneys  shall  have  been  previously  received  for  premiums,  whether 
received  during  the  year  or  not. 

The  defendant  had  the  right  to  exclude  from  its  statement  of  gross 
income  for  any  year  all  moneys  which  within  that  year  it  had  returned 
to  policyholders,  provided  the  moneys  thus  excluded  were  parts  of  the 
moneys  which  had  been  previously  paid  to  the  company  for  premiums, 
whether  they  had  thus  been  received  by  the  company  within  the  year 
or  before. 

The  income  of  mutual  life  companies  has  as  its  first  source  premium 
payments  advanced  by  policyholders.  The  temporary  possession  of  the 
fund  thus  accumulated  and  the  non-return  to  some  poHcyholders  sup- 
pHes  a  second  source  of  income  through  accretion  to  the  temporary 
fund  by  way  of  interest  or  other  profits.  In  consequence,  the  moneys 
returned  to  policyholders  may  be  said  to  be  not  the  return  of  a  portion 
of  the  "actual  premiums,"  payment  of  which  they  had  previously 
made,  but  as  made  up  in  part,  or  indeed  perhaps  wholly,  of  the  policy- 
holder's share  of  profit. 

As,  however,  the  basis  of  the  payment  finally  exacted  of  the  policy- 
holder is  his  share  of  the  net  cost  of  insurance,  had  the  cost  been  known 
in  advance  of  payment  the  sum  paid  would  have  been  less  than  was 
paid,  and  the  difference,  when  returned  to  him,  may  well  be  said  to  be 
a  return  of  a  portion  of  the  "actual  premiums"  paid. 

This  decision,  while  not  yet  confirmed  by  the  Supreme  Court, 
would  seem  to  support  a  stand  on  the  part  of  a  company  that  the 
whole  of  the  deferred  dividends,  and  dividends  upon  paid-up 
participating  policies,  paid  to  policyholder  within  the  taxable 
year  should  be  deducted  from  premiums  received. 

The  income  tax  returns  of  the  company  with  which  I  am 
connected  for  the  years  1913,  1914,  1915,  1916  were  audited  by 
the  government  in  191 7.  In  a  letter  of  June  23,  191 7,  signed  by 
the  Deputy  Commissioner  of  Internal  Revenue,  the  results  of 
this  audit  were  furnished  the  company.  In  making  the  exclusion 
from  income  for  dividends  to  policyholders  the  item  "dividends 
left  with  the  Company"  was  doubled.  In  addition,  the  following 
statement  was  made:  "That  an  adjustment  may  be  made  of 
item  No.  18  of  your  disbursement  account  (dividends  and  interest 
thereon  held  on  deposit  surrendered  during  the  year)  you  are 
requested  to  state  the  amount  of  this  interest  in  order  that  proper 
credit  may  be  given  therefor."  While  I  have  never  seen  a  pub- 
lished ruling  on  these  points  it  would  seem  that  a  company  could 
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exclude  as  income  double  the  dividends  left  with  the  company, 
and  treat  as  a  disbursement  the  amount  of  interest  paid  upon 
dividends  which  were  surrendered  during  the  year. 

Section  213  further  excludes  from  income,  interest  upon 
(a)  the  obligations  of  a  State,  Territory  or  any  political  subdivision 
thereof,  or  the  District  of  Columbia. 

{b)  obligations  of  the  United  States  or  its  possessions.  In  the  case  of 
obligations  of  the  United  States  issued  after  September  i,  191 7,  the 
interest  shall  be  exempt  only  if  and  to  the  extent  provided  in  the 
respective  Acts  authorizing  the  issue  thereof  as  amended. 

Reg.  45,  art.  77: 

Interest  on  the  first  Liberty  Loan  35  per  cent  bonds  is  exempt  from 
tax,  but  that  absolute  exemption  does  not  extend  to  the  bonds  of  the 
first  liberty  loan  converted. 

Reg.  45,  art.  78: 

All  interest  on  First  Liberty  Loan  converted  4  per  cent  bonds, 
first  loan  converted  4^  per  cent  bonds,  First  Liberty  Loan  second 
converted  4^  per  cent  bonds.  Second  Liberty  Loan  4  per  cent  bonds, 
second  converted  4^  per  cent  bonds.  Third  Liberty  Loan  4!  per  cent 
bonds,  and  Fourth  Liberty  Loan  4j  per  cent  bonds,  together  with  all 
interest  on  United  States  certificates  of  indebtedness  and  War  Saving 
Certificates,  is  exempt  from  the  normal  tax.  Such  interest  in  excess 
of  the  interest  on  not  exceeding  $5,000  principal  amount  of  such  bonds 
may,  however,  be  subject  to  the  war  profits  and  e.xcess  profits  tax, 
and  may  accordingly  require  to  be  included  in  gross  income. 

Reg.  45,  art.  79: 

Accordingly,  the  exemption  from  surtaxes  and  war  profits  and 
excess  profits  taxes  covers,  and  there  may  be  excluded  from  gross 
income,  the  interest  received  on  not  exceeding  $5,000  principal  amount 
in  the  aggregate  of  First  Liberty  Loan  converted  4  per  cent  bonds, 
First  Liberty  Loan  converted  45  per  cent  bonds.  First  Liberty  Loan- 
second  converted  4j  per  cent  bonds.  Second  Liberty  Loan  4  per  cent 
bonds.  Second  Liberty  Loan  converted  4j  per  cent  bonds.  Third  Liberty 
Loan  4j  per  cent  bonds,  Fourth  Liberty  Loan  45  per  cent  bonds,  and 
treasury  certificates  and  War  Savings  Certificates,  apportioned  as  the 
taxpayer  may  choose;  and  in  addition,  until  the  expiration  of  two 
years  after  the  termination  of  the  war,  (a)  the  interest  received  on  not 
exceeding  $30,000  principal  amount  of  Fourth  Liberty  Loan  4^  per  cent 
bonds;    plus  {b)  the  interest  received  on  an  aggregate  principal  amount 
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of  First  Liberty  Loan  converted  4  per  cent  bonds,  First  Liberty  Loan 
converted  45  per  cent  bonds  (dated  May  g,  1918),  Second  Liberty 
Loan  bonds,  converted  and  unconverted,  and  Third  Liberty  Loan  45 
per  cent  bonds,  not  exceeding  $45,000  and  not  exceeding  150  per  cent 
of  the  principal  amount  of  bonds  of  the  Fourth  Liberty  Loan  both 
originally  subscribed  for  by  the  taxpayer  and  still  owned  by  him  at 
the  date  of  his  return;  plus  (c)  the  interest  received  on  not  exceeding 
$30,000  principal  amount  of  First  Liberty  Loan  second  converted  4I 
per  cent  bonds,  dated  October  24,  1918. 

Reg.  45,  art.  80: 

Accordingly,  with  respect  to  the  interest  on  liberty  bonds  received 
after  December  31,  19 18,  the  exemption  from  surtaxes  and  war  profits 
and  excess  profits  taxes  covers,  and  there  may  be  excluded  from  gross 
income,  in  addition  to  the  exemptions  specified  in  articles  77,  78  and  79, 
(a)  the  interest  received  on  and  after  January  i,  1919,  until  the  expira- 
tion of  five  years  after  the  termination  of  the  war,  on  not  exceeding 
$30,000  principal  amount  in  the  aggregate  of  First  Liberty  Loan  con- 
verted 4  per  cent  bonds.  First  Liberty  Loan  converted  45  per  cent 
bonds.  Second  Liberty  Loan  4  per  cent  bonds.  Second  Liberty  Loan 
converted  4!  per  cent  bonds.  Third  Liberty  Loan  4J  per  cent  bonds, 
and  Fourth  Liberty  Loan  45  per  cent  bonds,  apportioned  as  the  tax- 
payers may  choose;  and  in  addition  (h)  the  interest  received  on  and 
after  January  i,  1919,  during  the  life  of  the  notes  of  the  Victory 
Liberty  Loan,  on  an  aggregate  principal  amount  of  the  bonds  described 
in  subdivision  {a),  not  exceeding  $20,000  and  not  exceeding  three  times 
the  principal  amount  of  notes  of  the  Victory  Liberty  Loan  originally 
subscribed  for  by  the  taxpayer  and  stiU  owned  by  him  at  the  date  of 
his  return.  The  specific  exemptions  of  notes  of  the  Victory  Liberty 
Loan  will  be  prescribed  by  the  Secretary  of  the  Treasury  pursuant  to 
the  Victory  Liberty  Loan  Act. 

Reg.  45,  art.  543: 

Where  a  corporation  requires  additional  funds  for  conducting  its 
business  and  obtains  such  needed  money  through  voluntary  pro  rata 
payments  by  its  stockholders,  the  amounts  so  received  being  credited 
to  its  surplus  account,  or  to  a  special  capital  account,  such  amounts 
will  not  be  considered  income,  although  there  is  no  increase  in  the 
outstanding  shares  of  stock  of  the  corporation. 

It  would  thus  appear  that  the  gross  income  to  be  reported 
by  a  life  insurance  company  for  income  tax  purposed  would  be 
the  total  income  as  shown  bv  the  annual  statement,  after  exclud- 
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ing   the   various   items   that   need   not   be   reported.     Attention 
has  been  called  to  the  principal  items  that  can  be  excluded. 

After  the  gross  income  has  been  determined,  deductions  are 
provided  for.  These  include  in  general  all  expenses  paid  during 
the  taxable  year  in  carrying  on  the  business.  Income,  war  prof- 
its, and  excess  profits  tax  are  not  to  be  included  in  this  deduction. 
In  addition  to  the  regular  deductions  allowed  all  corporations, 
section  234  provides: 

(10)  In  the  case  of  insurance  companies  in  addition  to  the  above: 

(a)  The  net  addition  required  by  law  to  be  made  within  the  taxable 
year  to  reserve  funds  and 

(b)  The  sums  other  than  dividends  paid  within  the  taxable  year 
on  policy  and  annuity  contracts. 

(11)  In  the  case  of  corporations  issuing  policies  covering  life, 
health  and  accident  insurance  combined  in  one  policy  issued  on  the 
weekly  premium  payment  plan,  continuing  for  life  and  not  subject  to 
cancellation,  in  addition  to  the  above,  such  portion  of  the  net  addi- 
tions (not  required  by  law)  made  within  the  taxable  year  to  reserve 
funds  as  the  Commissioner  finds  to  be  required  for  the  protection  of 
the  holders  of  such  policies  only. 

Reg.  45,  art.  568: 

Insurance  companies  are  entitled  to  the  same  deductions  from  gross 
income  as  other  corporations,  and  also  to  the  deduction  of  the  net 
addition  required  by  law  to  be  made  within  the  taxable  year  to  reserve 
funds  and  of  the  sums  other  than  dividends  paid  within  the  taxable 
year  on  policy  and  annuity  contracts.  "Paid"  includes  "accrued"  or 
"incurred"  (construed  according  to  the  method  of  accounting  upon 
the  basis  of  which  the  net  income  is  computed)  during  the  taxable 
year,  but  does  not  include  any  estimate  for  losses  incurred  but  not 
reported  during  the  taxable  year.  As  payments  on  policies  there 
should  be  reported  all  death,  disability,  and  other  policy  claims  (other 
than  dividends  as  above  specified)  paid  within  the  year,  including 
fire,  accident  and  liability  losses,  matured  endowments,  annuities, 
payments  on  installment  policies  and  surrender  values  actually  paid. 

Reg.  45,  art.  569: 

Insurance  companies  may  deduct  from  gross  income  the  net  addi- 
tion required  by  law  to  be  made  within  the  taxable  year  to  reserve 
funds,  including  in  the  case  of  assessment  insurance  companies  the 
actual  deposit  of  sums  with  state  or  territorial  officers  pursuant  to 
law  as  additions  to  guarantee  or  reserve  funds.     This  is  considered  to 
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mean  the  net  addition  required  by  the  specific  statutes  of  the  states 
within  which  the  taxpayer  transacts  business.  A  requirement  by  a 
state  insurance  commissioner  that  a  net  addition  shall  be  made  to 
certain  amounts  retained  to  meet  specified  liabilities  is  not  a  net  addi- 
tion required  by  law  to  be  made  to  reserve  funds  within  the  meaning 
of  the  statute.  Only  reserves  commonly  recognized  as  reserve  funds  in 
insurance  accounting  are  to  be  taken  into  consideration  in  computing 
the  net  addition  to  reserve  funds  required  by  law.  In  the  case  of  life 
insurance  companies  the  net  addition  to  the  "reinsurance  reserve" 
and  the  "reserve  for  supplementary  contracts  not  involving  life  con- 
tingencies" and  the  net  addition  to  any  other  reserve  funds  necessarily 
maintained  for  the  purpose  of  liquidating  policies  at  maturity,  are 
legally  deductible.  An  increase  in  the  reserve  maintained  by  a  life 
insurance  company  to  pay  dividends  on  deferred  dividend  policies  may 
not  be  deducted  from  gross  income. 

Reg.  45,  art.  570: 

Corporations  which  issue  combination  policies  of  life,  health,  and 
accident  insurance  on  the  weekly  premium  payment  plan,  continuing 
for  life  and  not  subject  to  cancellation,  may  deduct  from  gross  income 
only  such  portion  of  the  net  addition  not  required  by  law,  made  within 
the  taxable  year,  to  reserve  funds  as  is  needed  for  the  protection  of  the 
holders  of  such  combination  policies.  In  general  the  net  addition  to 
any  fund  especially  maintained  for  the  protection  of  such  policyholders, 
may  be  deducted.  The  determination  by  the  company  of  the  need  for 
such  addition  is  subject  to  review  by  the  commissioner  and  the  return 
of  income  should  be  accompanied  by  a  full  explanation  of  the  basis 
upon  which  such  fund  and  the  additions  to  it  are  determined. 

After  the  total  deductions  have  been  determined  the  net 
income  for  the  taxable  year  is  obtained  by  subtracting  the  deduc- 
tions from  the  gross  income  and  serves  as  the  basis  for  calculating 
the  income,  excess  profits,  and  war  profits  taxes.  Before  the 
income  tax  can  be  calculated,  however,  it  is  necessary  to  hrst 
obtain  the  amount  of  the  war  profits  and  excess  profits  tax  as 
these  are  allowed  as  a  deduction  from  the  net  income  for  the 
taxable  year  for  income  tax  purposes. 

2.       VV.AR  EXCESS  PROFITS  TAX 

Title  3,  sec.  301: 

There  should  be  levied,  collected  and  paid  for  the  taxable  year  1918, 
upon  the  net  income  of  every  corporation  a  tax  equal  to  the  sum  of  the 
following: 
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30  per  centum  of  the  amount  of  the  net  income  in  excess  of  excess 
profits  credit  (determined  under  sec.  312)  and  not  in  excess  of  20  per 
centum  of  the  invested  capital. 

65  per  centum  of  the  amount  of  the  net  income  in  excess  of  20 
per  centiun  of  the  invested  capital. 

The  sum,  if  any,  by  which  80  per  centum  of  the  amount  of  the 
net  income  in  excess  of  the  war  profits  credit  (determined  under  sec. 
311)  exceeds  the  amount  of  the  tax  computed  under  the  first  and 
second  brackets. 

The  percentages  in  the  first  and  second  brackets  are  reduced 
for  1919  and  thereafter  to  20  and  40  respectively: 

Sec.  302 :  Limits  the  amount  of  these  taxes. 

Sec.  311:  The  war  profits  credit  shall  consist  of  the  sum  of: 
(i)  a  specific  exemption  of  $3,000;  and  (2)  an  amount  equal  to 
the  average  net  income  of  the  corporation  for  the  pre-war  period, 
plus  or  minus,  as  the  case  may  be,  10  per  centum  of  the  difference 
between  the  average  invested  capital  for  the  pre-war  period  and 
the  invested  capital  for  the  taxable  year. 

Sec.  312:  The  excess  profits  credit  shall  consist  of  a  specific 
exemption  of  $3,000  plus  an  amount  equal  to  8  per  centum  of  the 
invested  capital  for  the  taxable  year. 

The  chief  dilhculty  in  calculating  the  excess  profits  and  war 
profits  tax  of  a  life  insurance  company  lies  in  the  determination 
of  the  invested  capital.  Section  326  defines  invested  capital  for 
corporations  in  general  as  follows:  (i)  actual  cash  bona  fide 
paid  in  for  stock  or  shares;  (2)  actual  cash  value  of  tangible 
property,  other  than  cash,  bona  fide  paid  in  for  stock  or  shares; 
(3)  paid-in  or  earned  surplus  and  undivided  profits,  not  including 
surplus  and  undivided  profits  earned  during  the  year. 

Reg.  41,  art.  65,  issued  February  4,  1918,  relative  to  the 
Act  of  191 7,  defines  the  invested  capital  of  insurance  companies 
as  follows: 

a)  The  invested  capital  of  a  mutual  insurance  company  will  be 
deemed  to  consist  of  the  sum  of 

1.  Any  surplus  or  contingent  reserve  maintained  for  the  general 
use  of  the  business; 

2.  Any  legal  reserv^e,  the  net  additions  to  which  are  included  in 
the  net  income  subject  to  the  tax — subject  to  the  restrictive  provisions 
of  article  44  requiring  the  exclusion  of  tax-free  assets  other  than  obli- 
gations of  the  United  States. 
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b)  The  invested  capital  of  a  stock   insurance  company  will   be 
deemed  to  consist  of  its  capital  stock,  paid  in  or  earned  surplus  and 
undivided  profits   (subject   to   the  same  restrictive  provision  of  art. 
44-) 
Reg.  45,  art.  870: 

The  reserve  funds  of  insurance  companies,  the  net  additions  to 
which  are  deductable  from  gross  income  under  provision  of  section  234 
of  the  statute,  cannot  be  included  in  computing  invested  capital. 

Reg.  45,  art.  623: 

Insurance  companies  transacting  business  in  the  United  States  or 
deriving  an  income  from  sources  therein,  are  required  to  file  returns 
of  income.  The  returns  shall  be  on  Form  1 1 20.  As  an  aid  in  auditing 
the  returns,  whenever  possible,  a  copy  of  the  report  to  the  State  Insur- 
ance Department  should  be  submitted  with  the  return.  Otherwise  a 
copy  of  Schedule  D,  Parts  1,3,  and  4  of  the  report  should  be  attached 
to  the  return,  showing  the  federal,  state,  and  municipal  obligations 
from  which  the  interest  omitted  from  gross  income  was  derived,  and  a 
copy  of  the  complete  report  should  be  furnished  as  soon  as  ready  for 
filing. 

3.      INSURANCE   TAX 

Sec.  503: 

{a)  Life  Insurance:  A  tax  equivalent  to  8  cents  on  each  $100  or 
fractional  part  thereof,  of  the  amount  for  which  any  life  is  insured 
under  any  policy  of  insurance,  or  other  instrument,  by  whatever  name 
the  same  is  called: 

Provided:  That  on  all  policies  for  life  insurance  only,  by  which  a 
life  is  insured  not  in  excess  of  $500,  issued  on  the  industrial  or  weekly 
or  monthly  payment  plan  of  insurance,  the  tax  shall  be  40  per  centum 
of  the  amount  of  the  first  weekly  premium,  or  20  per  centum  of  the 
amount  of  the  first  monthly  premium,  as  the  case  may  be:  Provided 
further.  That  on  policies  of  group  life  insurance,  covering  groups  of 
not  less  than  25  lives  in  the  employ  of  the  same  person,  for  the  benefit 
of  persons  other  than  the  employer,  the  tax  shall  be  equivalent  to  4 
cents  on  each  $100  of  the  aggregate  amount  for  which  the  group  policy 
is  issued  and  of  any  net  increase  in  the  amount  of  the  insurance  under 
such  policy.  And  provided  further,  that  on  all  policies  covering  life, 
health,  and  accident  insurance  combined  in  one  policy  by  which  a 
life  is  insured  not  in  excess  of  $500,  issued  on  the  industrial,  or  weekly, 
or  monthly  payment  plan  of  insurance,  the  tax  shall  be  40  per  centum 
of  the  amount  of  the  first  weekly  premium,  or  20  per  centum  of  the 
amount  of  the  first  monthly  premium,  as  the  case  may  be. 
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Sec.  504: 

That  every  person  issuing  policies  of  insurance  upon  the  issuance  of 
which  a  tax  is  imposed  by  section  503  shall  make  monthly  returns  under 
oath,  in  duplicate,  and  pay  such  tax  to  the  collector  of  the  district  in 
which  the  principal  office  or  place  of  business  of  such  person  is  located. 
Such  returns  shall  contain  such  information  and  be  made  at  such  times 
and  in  such  manner  as  the  Commissioner,  with  the  approval  of  the 
Secretary,  may  by  regulation  prescribe. 

The  following  are  the  decisions  made  by  the  Commissioner  of 
Internal  Revenue  on  questions  relating  to  taxes  imposed  on  insur- 
ance under  Title  5,  Act  of  October  3,  1918.  The  new  law  became 
effective  April  i,  1919. 

No  tax  on  insurance  is  imposed  on  the  insured.  Tax  is 
imposed  upon  the  person,  firm,  or  corporation  writing  the  insur- 
ance, the  necessary  returns  for  which  will  be  rendered  to  the 
collector  of  the  district  in  which  the  principal  place  of  business 
is  located.  The  tax  is  imposed  on  newdy  written  policies,  but  not 
on  amounts  paid  upon  policies  of  reinsurance.  Consequently, 
when  an  insurance  company  reinsures  the  risks  of  another  com- 
pany the  transaction  is  termed  reinsurance  and  would  not  be 
taxable.  The  tax  is  imposed  on  insurance  without  regard  to  sex 
or  age  of  insured. 

Reinsurance  is  regarded  as  that  insurance  taken  out  by  a 
company  w^hich  has  overinsured  and  obtains  another  company  to 
underwTite  it  for  part  of  the  liability. 

Tax  accrues  on  insurance  policies  issued  within  the  United 
States  irrespective  of  the  residence  of  the  insured. 

So  far  as  tax  is  concerned,  the  issuance  of  a  policy  is  consid- 
ered to  be  the  date  when  the  policy  is  delivered  to  the  insured, 
or  in  any  other  manner  becomes  a  valid  claim  and  effective  for 
insurance. 

An  annuity  contract  is  not  taxable  as  a  policy  of  life  insurance 
since  it  does  not  insure  a  life. 

4.      CAPITAL   STOCK   TAX 

Sec.  1000: 

(i)  Every  domestic  corporation  shall  pay  annually  a  special  excise 
tax  with  respect  to  carrying  on  or  doing  business,  equivalent  to  Si  .00 
for  each  $1,000  of  so  much  of  the  fair  average  value  of  its  capital 
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stock  for  the  preceding  year  ending  June  30  as  is  in  excess  of  $5,000. 
In  estimating  the  value  of  capital  stock  the  surplus  and  undivided 
profits  shall  be  included; 

{2b)  In  computing  the  tax  in  the  case  of  insurance  companies  such 
deposits  and  reserve  funds  as  they  are  required  by  law  or  contract  to 
maintain  or  hold  for  the  protection  of  or  payment  to  or  apportionment 
among  policyholders  shall  not  be  included. 

The  taxes  imposed  by  this  section  shall  apply  to  mutual  insurance 
companies,  and  in  the  case  of  every  such  domestic  company  the  tax 
shall  be  equivalent  to  $1 .00  for  each  |i,ooo  of  the  excess  over  $5,000 
of  the  sum  of  its  surplus  or  contingent  reserves  maintained  for  the 
general  use  of  the  business  and  any  reserves,  the  net  additions  to  which 
are  included  in  net  income  under  the  provisions  of  Title  II,  as  of  the 
close  of  the  preceding  accounting  period  used  by  such  company  for 
the  purpose  of  making  its  income  tax  return. 

Reg.  50,  art.  61: 

The  tax  applies  to  domestic  and  foreign  mutual  insurance  com- 
panies. 

Reg.  50,  art.  62: 

The  tax  is  $1 .00  for  each  $1,000  of  the  excess  over  $5,000  of  the 
sum  of 

a)  the  surplus  or  contingent  reserves  maintained  for  the  general 
use  of  the  business,  and 

b)  any  reserves  the  net  addition  to  which  are  included  in  net  income 
for  the  purpose  of  the  income  tax,  in  both  cases  figured  as  of  the  close 
of  the  last  taxable  year  of  the  company. 

Reg.  50,  art.  41: 

Insurance  companies  having  capital  stock,  as  distinguished  from 
mutual  insurance  companies,  are  taxable  like  other  corporations, 
whether  domestic  or  foreign.  In  ascertaining  the  fair  value  of  their 
capital  stock  for  the  purpose  of  the  tax,  however,  such  deposits  and 
reserve  funds  of  insurance  companies  as  they  are  required  by  law  or 
contract  to  maintain  or  hold  for  the  protection  of  or  payment  to  or 
apportionment  among  policyholders,  and  reserves  w^hich  represent 
actually  accrued  liabihties,  the  credits  to  which  are  deducted  from  gross 
income  as  ordinary  and  necessary  business  expenses,  are  to  be  omitted 
from  the  calculation.  But  if  the  fair  average  value  is  estimated  from 
the  market  price  of  the  shares  of  stock  of  the  company,  no  deduction 
for  deposit  or  reserves  is  proper  from  the  total  value  so  established. 
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TIME   OF   FILING   RETURN 

In  the  case  of  corporations  which  filed  Form  1031-T  on  or  before 
March  15,  a  further  extension,  where  needed,  to  June  15,  1919,  in  which 
to  file  complete  returns  on  Form  11 20,  is  hereby  granted,  but  all  such 
corporations  will  be  required  to  pay  on  or  before  June  15,  a  sum  suffi- 
cient with  the  amount  paid  on  March  15,  to  equal  one-half  the  tax 
due  as  shown  by  return  on  Form  11 20,  together  with  interest  at  the 
rate  of  one-half  of  i  per  cent  per  month  on  any  deficiency  in  the  first 
installment.  [Signed  by  Commissioner  Daniel  C.  Roper,  dated  April 
14,  1919.] 

To  remove  any  possible  doubt  we  have  requested  and  have  received 
official  word  that  a  further  extension  of  time  to  June  15,  1919,  for 
filing  complete  returns  on  Form  11 20,  is  granted  to  any  corporation, 
calender  or  1918  fiscal,  that  filed  a  tentative  return  (Form  1031-T)  on 
or  before  March  15,  1919,  and  that  such  corporation  need  not  make 
application  for  such  extension,  the  extension  being  automatic  and  uni- 
versal. The  government  naturally  expects  that  corporations  will  file 
their  returns  as  soon  as  conditions  warrant.  [The  Corporation  Trust 
Company,  April  21,  1919.] 
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BOOK  REVIEWS 

Principles  Governing  the  Retirement  of  Public  Employes.  By 
Lewis  Meriam.  New  York:  D.  Appleton  &  Co.,  191 8. 
Pp.  476+xxix. 

As  stated  in  the  Introduction,  the  object  of  this  book  is  to  present 
"the  principal  economic,  social,  administrative  and  financial  questions 
involved  in  establishing  a  retirement  system  and  then,  in  so  far  as 
possible  in  limited  space,  to  summarize  the  more  important  argu- 
ments for  and  against  alternative  lines  of  action." 

The  first  chapter  is  devoted  to  the  objects  sought  in  establishing 
a  retirement  system.  The  objects  and  interests  of  the  government, 
the  employees,  and  the  general  public  are  considered,  and  the  leading 
points  against  a  pension  system  are  brought  out  along  with  the  points 
favorable  to  a  pension  system  as  a  means  of  providing  for  the  retire- 
ment of  the  inefficient  in  the  public  service  due  to  old  age  or  to  certain 
other  forms  of  disability. 

The  eighteen  chapters  that  follow  the  statement  of  objects  give 
at  least  a  good  idea  of  the  nature  and  diversity  of  the  problems  that 
are  involved  in  devising  a  pension  system  that  is  designed  to  carry 
out  the  purposes  of  a  system  as  presented  in  chapter  i.  Although 
no  technical  actuarial  matter  is  contained  in  the  book,  it  seems  to 
the  reviewer  that  the  problems  involved  are  discussed  with  real  insight 
into  the  underlying  principles  of  a  sound  pension  system  from  an 
actuarial  point  of  view  as  well  as  from  the  point  of  view  of  carrying 
out  the  economic  and  social  objects  of  a  retirement  system.  Such 
questions  as  that  of  an  actuarial  reserve  plan  versus  the  assessment 
or  cash  disbursement  plan  are  discussed  sb  as  to  show  the  merits  and 
defects  of  each  plan. 

Chapter  xx  is  devoted  to  a  summary  of  conclusions  on  certain 
important  points.  Some  of  these  conclusions  are:  (i)  A  retirement 
system  is  necessary  in  connection  with  permanency  of  tenure  in  the 
public  service.  (2)  No  model  system  is  universally  applicable. 
(3)  For  future  entrants,  the  benefits  are  part  of  compensation.  (4)  The 
system  to  be  adequate  should  provide  old-age  benefits,  certain  dis- 
ability benefits,  and  certain  death  benefits.  (5)  The  employer  and 
employee  should  both  contribute  to  the  system.  (6)  Equities  of  the 
employee  should  be  protected  upon  withdrawal  from  the  service  by 
returning  his  own  contribution  with  interest  and  under  certain  condi- 
tions part  of  that  contributed  by  the  government  in  his  behalf.     (7)  A 
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compulsory  retirement  provision  is  necessary.  (8)  Superannuation 
conditions  should  be  based  on  age  rather  than  on  length  of  service- 
(9)  The  ideal  benefit  should  be  composed  of  two  parts:  (a)  a  certain 
sum,  and  {b)  a  certain  percentage  of  salary,  the  two  together  making 
the  total  allowance.  (10)  The  government  should  assume  the  expenses 
of  management,  and  should  guarantee  the  solvency  of  the  system » 
making  good  such  deficiencies  as  may  arise  from  mistakes  which  it 
made  in  establishing  the  system.  (11)  The  services  of  a  properly 
qualified  actuary  will  be  required  both  in  establishing  the  fund  in  the 
first  instance  and  in  operating  it  on  a  permanently  solvent  basis  after 
it  is  established.  (12)  Benefits  in  respect  to  past  services  of  employees 
should  be  paid  at  the  ta.xpayer's  expense. 

The  reviewer  finds  himself  in  general  accord  with  most  of  these 
propositions,  and  with  the  arguments  put  forth  in  support  of  them- 
subject,  however,  to  certain  exceptions.  The  most  important  excep- 
tion applies  to  the  proposition  that  no  model  system  is  universally 
applicable.  There  is  certainly  a  sense  in  which  this  proposition  is 
valid,  but  in  support  of  the  proposition  we  are  told  that  an  ideal 
system  for  policemen  and  firemen  would  be  anything  but  ideal  if 
applied  to  clerks.  It  seems  that  this  suggestion  is  likely  to  be  mis- 
leading. While  differences  must  be  recognized  by  modifications  of 
certain  provisions,  the  different  classes  of  employees  have  so  much 
in  common  that  it  does  not  seem  desirable  to  take  the  attitude  of  con- 
structing no  model  system  covering  points  in  common.  Indeed,  the 
line  of  progress  would  seem  to  be  found  in  the  construction  of  a  model 
system  with  variations  to  meet  the  requirements  of  different  situations 
and  groups  of  employees. 

Although  no  illustrations  are  given  in  the  book  of  model  systems 
for  any  class  of  employees,  still  those  who  are  called  upon  to  draft 
pension  plans  will  find  much  of  interest  and  value  in  this  book  because 
of  its  discussion  and  arguments  on  the  questions  and  general  principles 
that  are  involved  in  the  complex  problem  of  devising  a  sound  and 
satisfactor>'  system  of  retirement  allowances. 

H.  L.  RiETZ 


Graduation  of  Mortality  and  Other  Tables.  By  Robert  Hender- 
son, Principal  Contributor,  and  H.  N.  Sheppard,  i\ssociate 
Contributor.  New  York:  Published  by  the  Actuarial  Society 
of  America,  1919.     Pp.  v-f  82. 

This  book  is  No.  4  of  the  series  of  small  volumes  issued  by  the 
Actuarial  Society  of  America  in  order  to  assist  students  of  actuarial 
science  and  to  furnish  a  means  of  ready  reference  for  actuaries.     The 
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fact  is  recognized  that  both  with  frequency  distributions  and  with 
tables  of  ratios  arranged  in  seriate  order  it  is  a  natural  assumption 
that  if  the  number  of  cases  involved  were  indefinitely  increased  the 
resulting  values  would  exhibit  marked  regularity.  It  is  aptly  pointed 
out  that  the  purpose  of  graduation  is  to  make  as  near  an  approach 
as  possible  to  a  table  showing  the  results  of  an  unlimited  experience- 

The  criteria  of  a  good  graduation  are  next  considered.  Smooth- 
ness of  results  and  closeness  to  the  observed  facts  are  the  criteria 
to  be  applied.  With  respect  to  smoothness,  it  is  stated  that  if  the 
series  is  determined  by  a  mathematical  formula  this  is  usually  taken 
as  a  sufficient  test;  but,  when  not  so  determined,  the  criterion  usually 
adopted  is  smallness  of  third  differences  of  the  graduated  series- 
It  should  perhaps  be  pointed  out  that  a  specification  of  the  smallness 
of  third  differences  is  a  very  different  condition  from  the  representation 
by  a  mathematical  function.  In  fact,  the  requirement  that  third 
differences  shall  vanish  is  equivalent  to  a  condition  that  a  polynomial 
of  degree  two  represents  the  graduated  series.  By  allowable  inference, 
under  assumptions  of  continuity,  the  condition  that  third  differences 
shall  be  small  implies  that  a  second  degree  polynomial  shall  approxi- 
mate the  distribution.  This  is  a  very  special  function  compared  to 
general  frequency  formulas.  The  book  calls  attention  to  Pearson's 
test  of  goodness  of  fit  but  no  attempt  is  made  to  apply  it. 

The  main  part  of  the  book  deals  with  graduation  by  four  diflferent 
methods:  by  graphical  representation,  by  interpolated  series,  by 
summation  formula,  and  by  a  mathematical  function.  The  treat- 
ment is  necessarily  so  brief  that  the  references  to  papers  listed  in  the 
bibliography  at  the  end  of  the  book  are  very  valuable  for  the  student, 
who  is  to  make  a  thorough  study  and  applications  of  the  theory 
presented.  Corresponding  to  the  four  methods  of  graduation,  there 
are  presented  four  different  graduations -of  the  same  rough  data — the 
experience  of  British  offices  on  female  lives  insured  on  the  ordinary 
life  participating  plan  excluding  the  first  fifty  years  of  assurance. 
Comparisons  are  made  of  the  four  sets  of  results  with  respect  to 
smoothness  and  agreement  with  the  original  data.  As  applied  to 
this  sample  of  data,  the  conclusion  drawn  is  that  the  order  of  the 
methods  with  respect  to  smoothness  is:  first,  the  mathematical  func- 
tion given  by  Makeham's  formula;  second,  graphic  method;  third, 
summation;   and  fourth,  interpolation. 

It  is  well  recognized  that  graduation  by  certain  mathematical 
functions  possesses  advantages  over  all  others  on  the  score  of  smooth- 
ness. It  is  well  maintained  in  this  book  that  the  choice  of  methods 
becomes  a  question  whether  the  total  of  deviations  from  the  original 
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distribution  irrespective  of  sign  does  not  materially  exceed  the  expected 
and  whether  any  special  feature  of  the  distribution  is  well  represented. 
Indeed,  on  account  of  the  additional  advantages  in  connection  with 
joint  life  insurance  it  is  held  that  a  very  liberal  interpretation  should 
be  given  to  these  two  conditions  before  discarding  Makeham's  formula 
when  joint  life  business  is  involved. 

Where  a  mathematical  law  cannot  be  applied,  the  position  is  taken 
that  in  case  of  scanty  data  it  will  usually  be  found  that  the  graphic 
method  will  produce  best  results.  Where  extensive  data  are  available 
a  more  satisfactory  set  of  results  is  likely  to  come  from  the  method  of 
interpolation  or  summation  as  these  do  not  depend  on  the  personal 
judgment  of  the  operator  except  in  the  selection  of  the  formulas  for 
graduation. 

It  appears  that  on  page  42,  line  22,  the  expression  — -, — -  should 

I'O 

IxH-xdx 
read  — j —  ;  that  is  to  say,  the  subscript  x  on  d  should  not  be  a  sub- 

►0 

script  but  should  be  part  of  dx. 

The  illustrations  of  frequency  curves  given  on  page  42  do  not  seem 
fortunate.  Indeed,  it  seems  to  the  reviewer  that  they  could  be  much 
better  selected.  For  example,  it  seems  much  simpler  to  say,  instead  of 
the  illustration  on  page  42,  that 

y  =  nf{x)  (n  being  the  total  frequency) 

gives  a  frequency  curve  of  the  statures  of  a  class  of  men  if 

f(x)dx 

is  the  probability  that  a  man  taken  at  random  from  that  class  is  of 
height  between  x  and  x-\-dx,  in  which  f(x)  is  to  be  evaluated  at  an 
appropriate  point  in  the  interval  x  to  x-{-dx. 
Similarly,  we  may  say 

is  the  frequency  curve  of  the  number  living  if 

is  to  give  the  number  living  between  age  x  and  x-\-dx,  where  ^5*g^* 
is  to  be  evaluated  at  an  appropriate  point  in  the  interval. 
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In  conclusion  it  should  be  said  that  this  book  will  be  very  useful 
to  students  of  actuarial  theor>^  and  to  actuaries  because  it  brings  into 
convenient  form  the  essential  ideas  of  graduation,  and  gives  references 
to  the  literature  that  will  facilitate  a  more  careful  study  of  this  subject. 

H.  L.  RiETZ 

Sources   and   Characteristics   of  the   Principal   Mortality    Tables. 

"Actuarial  Studies,"  No.  i.     By  Henry  Moir. 

For  the  last  twenty-five  years  students  of  actuarial  science  in  this 
country  have  been  compelled  to  obtain  most  of  their  theoretical  knowl- 
edge from  the  textbook  of  the  Institute  of  Actuaries,  a  most  voluminous 
work  in  two  parts,  published  under  the  authority  of  the  British  Institute 
of  Actuaries  primarily  for  the  use  of  English  students  preparing  for  the 
actuarial  examinations  conducted  by  the  Institute.  As  might  be 
expected,  this  work,  while  exhaustive  in  character,  fails  in  many  ways 
to  enlighten  the  American  student  on  insurance  practice  common  in 
this  country,  and  to  prepare  him  to  meet  the  examinations  set  by  the 
Actuarial  Society  of  America  or  the  American  Institute  of  Actuaries. 
This  situation  has  been  recognized  for  some  years  and  only  recently 
the  former  Society  decided  to  meet  it  by  issuing  a  series  of  books  under 
the  title  of  Actuarial  Studies.  The  book  under  reWew,  Sources  and 
Characteristics  of  the  Principal  Mortality  Tables,  by  Henry  ]Moir,  is  the 
first  one  in  this  new  series. 

This  book  includes  seventy-nine  pages  and  may  be  roughly  divided 
in  two  parts;  the  first  twenty-nine  pages  deal  with  the  principal  Kfe 
tables  published  in  England  and  America  based  on  population  and 
mcrtaUty  statistics,  and  the  remaining  pages  with  the  tables  formed  from 
the  experience  of  life  insurance  companies  in  the  two  countries.  In 
both  parts  the  author  usually  not  only  gives  the  sources  and  methods  of 
compilation  of  the  original  statistics  but  also  an  outline  of  the  methods 
employed  in  calculating  the  rates  of  mortality,  with  useful  references  as 
to  where  the  work  may  be  found  by  the  student  who  wishes  to  go  more 
thoroughly  into  the  subject. 

Among  the  life  tables  described  may  be  mentioned  the  Northampton; 
Carlisle;  EngHsh  Life  Tables,  Nos.  i,  2,  3,  and  Healthy  English  Life 
Table,  prepared  by  Farr;  EngUsh  Life  Tables,  Nos.  5  and  6,  prepared 
by  Tatham;  Healthy  English  Life  Tables,  Nos.  2  and  3;  English  Life 
Table,  No.  6;  English  Life  Tables,  Nos.  7  and  8,  prepared  by  King;  and 
the  United  States  Life  Tables,  1910,  prepared  by  Glover.  No  hfe  tables 
of  other  countries  are  mentioned  or  described.  With  respect  to  the 
more  important  tables  the  author  has  gone  into  considerable  detail  to 
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inform  the  reader  of  the  salient  facts  and  has  also  pointed  out  dearly 
the  weak  spots  in  the  final  results,  due  either  to  faulty  original  statistics 
or  improper  methods  of  construction. 

The  second  part  of  the  work  deals  with  the  mortality  tables  pre- 
pared on  the  basis  of  insurance  experience.  Beginning  with  a  descrip- 
tion of  Davies'  Equitable  Table  the  student  is  led  through  the  details 
of  practically  all  the  important  English  and  American  insurance  and 
annuity  tables  down  to  the  Medico-z\ctuarial  Mortality  Investigation. 
The  tables  discussed  include  the  Combined  Experience;  Institute  of 
Actuaries,  1869  {W"  and  others);  the  American  Experience  Table, 
1868;  INIeech's  Thirty  American  Offices'  Tables;  Standard  Industrial 
Mortaht}^  Table;  National  Fraternal  Congress  Table;  British  Offices' 
Life  Tables,  1893;  Specialized  Mortality  Investigation,  published  by 
the  Actuarial  Society  of  America  in  1903;  and  the  Medico-Actuarial 
]\Iortality  Investigation  recently  published  in  five  volumes  by  the  same 
Society.  A  brief  account  is  also  given  of  the  Experience  of  the  Canada 
Life  Office.  The  only  foreign  tables  mentioned  and  described  are  the 
Mortality  Experience  of  the  Gotha  Life  Office,  1829-96,  and  a  brief 
outline  of  the  Japanese  Life  Tables  based  on  the  experience  of  three 
Japanese  life  companies.  In  this  section  an  account  is  also  given  of  the 
work  of  King  and  Sprague  on  Select  Life  Tables. 

Ten  pages  are  devoted  to  an  account  of  the  more  important  annuity 
tables,  including  Government  Annuitants,  Nos.  i,  2,  3,  4;  British 
Offices'  Life  Annuity  Tables,  1893;  McClintock's  Annuity  Tables; 
Hunter's  Investigation  of  Annuitants  Resident  in  the  United  States  and 
Canada,  and  the  Danish  Survivorship  Annuity  Table,  prepared  by 
Jensen. 

The  book  concludes  with  a  brief  account  of  references  to  some  of 
the  more  important  special  investigations  and  three  pages  of  compara- 
tive tables  showing  the  rate  of  mortality,  qx,  the  complete  expectation 
of  life,  ex,  and  percentages  which  the  rates  of  mortalit3^  according  to 
certain  tables,  bear  to  the  rates  according  to  the  American  Experience 
Table. 

The  author  has  presented  the  facts  about  the  above-mentioned  tables 
in  a  brief  and  interesting  style  and  has  covered  the  more  important  points. 
Any  criticism  of  the  work  would  be  more  on  the  plan  than  the  substance. 
It  is  to  be  regretted  that  it  seemed  necessary  to  omit  a  description  of 
or  at  least  reference  to  the  numerous  important  and  extensive  life  tables 
which  have  been  prepared  by  such  countries  as  Sweden,  France,  Switzer- 
land, Italy,  Germany,  Holland,  Belgium,  Japan,  and  others.  The 
outlook  of  English  and  American  actuaries  should  depart  from  the 
insular  and  cover  the  scientific  activities  of  all  those  countries  which 
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have  produced  work  of  merit.  A  similar  remark  may  be  made  concern- 
ing the  Life  Insurance  Tables,  such  tables  as  the  four  French  companies 
and  twenty-three  German  Offices  having  been  omitted.  It  is  curious 
that  no  mention  is  made  of  the  recently  published  Australian  Mortality 
Tables,  1901-10.  and  the  unusual  high-grade  work  of  the  author,  Knibbs. 
The  fact  that  there  is  neither  table  of  contents  nor  index  materially 
diminishes  the  value  of  the  book  for  quick  and  ready  reference.  The 
reviewer  also  would  have  liked  to  see  the  author  give  the  reader  the 
benefit  of  his  wide  knowledge  of  this  field  by  more  extensive  references 
to  the  literature  of  the  subject  in  foreign  languages.  An  appendix  giving 
the  names  and  dates  of  publication  a,nd  other  details  of  the  Life  and 
Insurance  Tables  of  all  important  countries  would  have  added  much 

to  its  value. 

James  W.  Glover 
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DISCUSSION  OF  TOPICS  ON  THE  PROGRAM  OF  THE 
ELEVENTH  ANNUAL  MEETING 

MORT-\LITY  IN  CERTAIN  INSURANCE  COMPANIES 
By  F.  B.  mead 

Mr.  Marshall  :  In  giving  us  the  results  of  his  investigation 
of  the  mortaUty  among  women  in  the  two  companies  under  obser- 
vation and  among  men  in  one  of  the  companies,  Mr.  Mead  has 
furnished  us  an  unusually  fruitful  field  for  independent  deductions 
along  original  lines.  This  is  especially  true  as  to  his  tables  of 
mortality  among  women,  because  of  the  somewhat  unsettled 
status  of  the  insurance  of  this  class  of  risks. 

One  very  interesting  question,  for  example,  that  a  study  of 
this  investigation  raises,  and  which,  I  believe,  has  not  been  men- 
tioned in  connection  with  this  or  previous  investigations,  is  whether 
or  not  a  comparison  of  the  total  mortality  of  women  with  the 
corresponding  mortality  of  men  will,  as  a  rule,  show  less  favorably 
for  women  in  younger  companies  than  in  older  companies  using 
similar  methods  of  selection.  In  the  investigation  before  us  it 
will  be  noted  that  the  mortality  of  women  by  policies  is  6  per  cent 
higher  than  for  men  in  the  same  company.  On  the  other  hand, 
the  mortality  of  the  particular  class  of  women  in  the  New  York 
Life  Insurance  Company  which  Mr.  Hunter  terms  ''unrestricted," 
was  4  per  cent  less  than  the  company's  general  mortality  as 
expressed  by  the  Compound  Progressive  Table.  The  mortality 
among  women  in  the  Metropolitan  Life  Insurance  Company,  by 
policies,  was  2  per  cent  less  than  that  of  its  general  business.  In 
the  Provident  Life  and  Trust  Company,  by  lives,  it  was  5  per  cent 
less  than  for  men;  and  in  the  Travelers  Insurance  Company  it 
was,  by  policies,  9  per  cent  less  than  the  general  experience. 
This  does  not  necessarily  mean  that  the  women  insured  by  these 
older  companies  are  a  better  grade  of  risks,  but  assuming  an 
acceptance  of  equally  good  risks  it  leads  to  the  foregoing  inquiry 
as  to  what  might  be  the  possible  reasons  why  an  aggregate 
comparison  between  male  and  female  mortahty  will  in  general 
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be  less  favorable  for  women  in  the  younger  than  in  the  older 
companies.  One  of  these  reasons  is  that,  as  shown  by  the  Medico- 
Actuarial  Investigation,  the  effect  of  selection  in  most  companies 
during  the  early  policy  years  is  very  much  less  noticeable  as  to 
women  than  as  to  men.  In  fact,  among  married  women  the 
mortality  experience  during  the  first  four  policy  years  is  shown  by 
that  investigation  to  be  even  less  favorable  than  the  ultimate,  one 
eminent  actuary  going  so  far  as  to  say  that  the  benefits  of  selection 
are  practically  non-existent  as  to  this  class.  Since  a  larger  pro- 
portion of  the  insurance  in  a  younger  company  is  in  the  early 
policy  years,  when  effect  of  selection  is  most  evident  as  to  men, 
and  not  so  important  as  to  women,  it  follows  that  the  total  mor- 
tality of  women  will  not  show  as  well  in  comparison  with  men  as 
in  the  older  companies,  where  a  larger  proportion  of  the  business 
is  in  the  later  policy  years. 

The  fact  that,  in  general,  the  mortality  of  women  at  younger 
ages  is  higher  than  that  of  men  and  lower  at  the  older  ages,  is 
another  possible  reason.  Since  the  attained  ages  in  the  newer 
companies  are  younger  than  in  the  older  companies,  the  comparison 
between  male  and  female  mortaUty  would  naturally  be  less  favor- 
able for  women  in  the  younger  companies.  In  other  words,  the 
same  causes  which  tend  to  make  the  general  mortality  more 
favorable  in  the  younger  companies,  combined  with  these  pecu- 
liarities of  female  mortality  experience,  should  tend  to  make 
.the  mortality  as  to  women  appear  less  favorable  in  comparison 
with  the  mortahty  of-  men,  and  unless  this  fact  is  considered  we 
are  liable  to  draw  wrong  conclusions  when  making  comparisons 
between  different  companies. 

It  would  appear  that  this ,  reasoning  does  not  apply  to  the 
particular  experience  before  us,  since  the  benefit  of  selection  is 
very  evident  in  the  female  mortality  during  the  early  policy 
years,  and  the  mortality  rate  at  the  younger  ages  is  less  among 
women  than  among  men.  This  departure  from  the  experience 
of  the  Medico-Actuarial  Investigation  is,  indeed,  one  of  the  remark- 
able features  of  Mr.  ^Mead's  investigation.  The  applicabihty  of 
the  foregoing  theory  to  this  experience  could  not,  however,  be 
definitely  determined,  since  the  mortality  of  women  by  age  and 
duration  is  given  for  only  the  combined  companies,  whereas  the 
excess  of  the  total  mortality  of  women  in  comparison  with  that  of 
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men  exists  only  with  reference  to  the  experience  of  the  one  company 
for  which  the  male  experience  is  given. 

It  will  be  noted  that  the  total  mortality  rate  for  women  of 
the  combined  companies  is  practically  the  same  as  the  total 
mortality  rate  of  the  men  for  the  one  company.  But  since  the 
same  general  causes  which  operated  to  make  the  mortality  of 
women  in  the  combined  companies  lower  than  in  the  single  com- 
pany might  have  had  the  same  effect  as  to  men,  it  would  not  be 
entirely  improbable  that  if  the  male  mortality  for  both  companies 
were  available  it  would  show  a  greater  excess  of  the  mortality 
among  women. 

Another  most  interesting  feature  of  the  experience  before  us 
is  that  the  mortality  of  women  by  amounts  is  less  than  by  policies, 
which,  of  course,  is  directly  opposite  to  the  rule  for  general  mor- 
tality experience.  When  we  consider  that  this  was  also  the 
experience  of  the  Travelers  Insurance  Company  as  to  women,  and 
that  in  Mr.  Hunter's  paper  on  "Mortality  of  Women"  the  excess 
of  the  mortality  by  amounts  over  that  by  policies,  in  his  company, 
was  materially  less  in  the  case  of  women  than  in  the  case  of  men, 
it  would  indicate  that  there  is  some  real  cause  underlying  this 
exception  to  the  usual  rule.  As  to  what  the  reason  may  be  is 
interesting  matter  for  consideration.  Smaller  policies  on  the  lives 
of  women  than  on  men  may  be  one  of  the  possible  causes.  It  is 
true,  the  average  amount  of  the  policies  in  the  experience  under 
consideration  differs  very  little  as  between  men  and  women,  but 
it  will  be  noted  that  in  many  places  even  the  male  experience  of 
Mr.  Mead's  tables  reverses  the  general  rule  by  being  lower  by 
amounts  than  by  poHcies.  This,  coupled  with  the  fact  that  the 
average  amount  is  very  low  as  to  both  men  and  women  in  this 
experience,  would  indicate  that  the  average  size  of  the  policy  is 
a  material  factor  in  this  question.  The  fact  that  this  difference  in 
favor  of  mortaUty  by  policies  is  greater  after  the  effect  of  selection 
has  at  least  partly  worn  off  is  significant  and  might  indicate  a 
tendency  to  be  slightly  less  critical  of  the  moral  hazard  of  the 
larger  policies  for  men  than  for  women. 

Several  other  features  of  Mr.  ISIead's  tables  which  would 
furnish  interesting  field  for  conjecture  if  the  time  for  discussion 
would  permit  I  shall  merely  mention,  as,  for  instance,  the  pecu- 
liarity of  the  male  experience  in  that  the  mortality  is  higher  on 
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higher  premium  poHcies,  despite  the  fact  that  endowments  wen 
not  used  for  substandardizing;  also  the  fact  that  while  th( 
mortality  of  men  as  a  whole  is  very  low,  it  exceeds  the  M.-A 
tables  at  the  very  young  ages.  It  is  also  worthy  of  remarl 
that  the  mortality  of  men  on  joint  life  policies  was  highe 
than  that  of  women,  and  that  the  mortality  of  women  on  join 
policies  was  practically  the  same  as  on  single  life  policies. 

The  mortality  tables  as  a  whole  are  much  more  regular  thai 
might  be  expected  from  so  small  an  experience.  In  calling  ou 
attention  to  one  noticeable  irregularity,  Mr.  Mead  states  that 
although  the  mortality  among  women  was  much  higher  immedi 
ately  after  the  first  five  years,  it  was  probably  due  to  advers( 
deviation  from  what  may  be  expected  in  a  larger  experience 
That  is  undoubtedly  true,  and  an  analysis  of  the  Lincoln  National': 
experience  would  lead  one  to  believe  that  in  the  third  to  fifth  year 
there  is  a  somewhat  corresponding  favorable  deviation  from  wha 
may  be  expected  when  the  company's  experience  has  become  larger 
The  experience  by  policies,  for  instance,  is  56  per  cent  for  the  firs 
two  years,  36  per  cent  for  the  third  to  fifth  years,  and  104  per  cen 
for  the  subsequent  years.  A  larger  mortality  experience  wouk 
undoubtedly  not  only  operate  to  decrease  the  higher  ratio  in  th( 
later  years  as  suggested,  but  would  also  tend  to  increase  the  ratic 
for  the  third  to  the  fifth  years. 

The  general  regularity,  however,  with  which  these  tables  par 
allel  the  M.-A.  tables,  is  as  gratifying  as  it  is  surprising,  since  i 
indicates  that  the  assumption  that  the  investigation  of  a  compara 
tively  small  experience  would  be  too  erratic  to  be  of  much  valu< 
is  not  necessarily  well  founded.  Even  though  the  duration  of  th( 
experience  of  the  smaller  companies  is  not  long,  the  experience  ma} 
be  of  value  in  studying  the  effect  of  selection,  which  is  usuall\ 
indicated  within  the  first  five  years.  The  advisability  of  youn^ 
companies  making  actual  investigations  to  take  the  place  of  mor( 
or  less  erroneous  general  impressions  that  we  are  all  liable  to  hav( 
as  to  mortality  of  certain  classes  of  risks  in  our  companies  is  wel 
illustrated  by  the  impression  that  Mr.  Mead  had  with  referenc( 
to  his  company's  joint  life  experience,  prior  to  his  investigation 
Probably  one  of  the  main  benefits  of  this  and  Mr.  Beckett's  mor- 
tality investigations  will  be  that  younger  companies,  generally 
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will  be  led   to  make  investigations   of  their  own  mortality  ex- 
periences. 

It  is  practicable  for  all  companies  to  at  least  accumulate, 
from  vear  to  year  in  the  manner  indicated  by  Mr.  Beckett,  their 
classified  mortality  experiences  as  derived  from  their  group  cal- 
culations of  expected  mortality  for  the  gain  and  loss  exhibit.  From 
the  closeness  with  which  Mr.  Mead's  investigation  agrees  with 
his  annual  statement  figures,  it  is  probable  that  results  obtained 
by  this  accumulation  plan  would  not  differ  greatly  from  mortality 
ratios  obtained  by  the  other  method. 

In  such  future  comparisons  as  may  be  made  of  the  mortality 
experience  of  our  different  companies,  it  would  also  be  of  interest 
to  have  information  as  to  the  lapse  rate.  A  higher  lapse  ratio 
will,  of  course,  show  a  lower  apparent  mortality  than  the  facts 
might  justify,  so  that  our  conclusions  as  to  relative  mortality 
may  be  misleading  unless  we  also  can  compare  the  lapse  ratio  for 
each  class  of  risk. 

A  consideration  of  the  possible  factors  causing  the  favorable 
mortality  results  of  the  experience  under  discussion  is  naturally 
of  considerable  interest.  The  selection  by  the  medical  depart- 
ment is  evidently  not  entirely  responsible,  since  it  is  stated  that 
the  rate  of  rejection  is  very  low.  The  selection  by  the  agent  is 
undoubtedly  a  factor  and  the  education  of  the  agency  along 
these  lines  might  be  well  worth  while. 

The  requirements  made  in  the  acceptance  of  the  women  risks, 
of  course,  have  an  important  bearing  and  a  study  of  the  mortaUty 
according  to  the  classifications  in  this  regard  as  given  in  Mr.  Mead's 
paper  is  instructive.  This  is  the  usual  classification  of  Spinsters, 
Married  with  Husband  Beneficiary,  Married  with  Beneficiary 
Other  than  Husband,  and  Widowed  or  Divorced.  It  would  also 
have  been  interesting  if  Mr.  Mead  had  made  a  classification  as 
to  whether  or  not  the  married  women  paid  the  premiums  from  their 
own  funds,  since  many  consider  this  more  important  than  the 
matter  of  the  husband  being  beneficiary. 

Limiting  the  company's  territory  and  selecting  that  territory 
as  to  healthfulness,  are  undoubtedly  other  factors.  Despite  the 
unfavorable  experience  of  certain  Canadian  companies  as  to  mor- 
tality of  women  in  rural  districts,  we  cannot  but  feel  that  the 
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preponderance  of  rural  over  urban  risks  is  also  somewhat  respon- 
sible for  the  favorable  mortality  in  this  case.  Any  further  con- 
clusions that  Mr.  Mead  might  have  as  to  the  cause  of  the  low 
mortality  would  be  most  interesting. 

As  to  the  form  in  which  the  tables  have  been  presented,  it 
will  be  noted  that  Mr.  Mead  followed  his  own  previous  suggestions 
that  headings  should  be  so  self-explanatory  as  not  to  require 
reference  to  the  body  of  the  paper  to  be  understood.  The  experi- 
ence is  tabulated  by  policies  and  amounts  in  accordance  with  most 
of  the  more  recently  published  experiences  of  American  companies. 
There  has  been  some  difference  of  opinion  as  to  whether  an  ultimate 
table  like  the  American  Experience  or  a  select  table  more  nearly 
representing  the  normal  expected  should  be  used  as  a  standard  in 
investigations  of  company  experiences.  Mr.  Mead  has  satisfied 
both  views  by  using  both  the  American  Experience  and  the  Medico- 
Actuarial  Select  tables  as  standards. 

The  use  of  the  customary  percentage  method  of  comparison 
enables  us  to  easily  compare  the  results  with  those  of  other  com- 
panies, though,  in  addition  to  the  percentage  method,  the  use  of 
the  standard  deviation  and  of  graphs,  as  employed  in  Mr.  Beckett's 
paper,  would  be  of  interest. 

Mr.  Mead's  statement,  in  his  explanation  of  his  tables,  that 
the  usual  methods  of  obtaining  the  exposed  to  risk,  etc.,  were  used, 
except  that  durations  were  taken  to  the  nearest  quarter  of  the  year 
on  account  of  the  small  extent  of  the  data,  suggests  that  possibly 
the  actual  working  up  of  the  data  has  indicated  to  him  other 
modifications  of  the  large-experience  methods  which  would  be 
of  value  to  those  working  with  a  comparatively  small  experience, 
and  if  so  he  will  probably  give  us  the  benefit  of  these  suggestions 
when  he  closes  this  discussion. 

Mr.  Bowerman:  The  explanations  given  in  Mr.  Mead's 
article  on  the  "Mortality  among  Women,"  which  was  read  before 
the  American  Institute  of  Actuaries  at  its  annual  meeting  in  Chi- 
cago, June  6,  1918,  are  so  clear  that  it  seems  like  ''carrying  coals  to 
Newcastle"  to  attempt  to  throw  any  additional  light  upon  the 
subject-matter  of  his  very  interesting  and  instructive  paper. 

The  data  referred  to  covers  a  period  of  over  nine  years  in  the 
Michigan  State  and  twelve  years  in  the  Lincoln  National.  All 
lives  accepted  as  substandard  were  omitted  and  the  lives  included 
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were  insured  on  both  participating  and  nonparticipating  plans,  but 
we  are  not  given  any  hint  as  to  the  percentage  of  nonparticipating 
poUcies.  All  paid-up  policies  and  those  being  carried  on  the  exten- 
sion plan  on  account  of  nonpayment  of  premiums  have  also  been 
omitted.  It  is  a  matter  of  regret,  however,  that  no  information  of 
any  kind  has  been  given  regarding  discontinuances  which  is  of 
much  importance  when  considering  the  comparative  results  of 
mortaUty  experience.  The  investigation  is  by  policy  years  and 
the  comparison  is  made  in  most  of  the  tables  between  the 
number  of  policies  terminated  by  death  and  the  amount  thereof 
and  the  expected,  by  the  M.-A.  Select  and  by  the  American 
Table. 

When  an  actuary  decides  to  make  an  investigation  of  the  mor- 
tality experience  of  his  own  company  the  first  questions  he  has  to 
decide  are  these: 

1.  Shall  the  observations  be  made  by  policy  or  calendar 
years  ? 

2.  Shall  the  amounts  of  insurance  or  the  number  of  lives  (or 
policies)  be  the  basis  ? 

A  very  interesting  discussion  from  the  British  point  of  view  as 
to  how  these  questions  should  be  answered  will  be  found  in  the 
following  volumes  of  the  JIA,  viz.,  XXVI,  258,  268,  272; 
XXVIII,  221;  XXIX,  87,  94;  XXXI,  163,  164,  229.  The  British 
Offices,  Life  Tables,  1893,  were  based  on  poHcy  years  and  gave 
statistics  as  to  the  number  of  Uves  terminated  by  death.  There  are 
some  very  interesting  discussions  recorded  in  Volumes  II  and  III 
of  TASA ,  in  which  several  of  the  ablest  actuaries  in  this  country 
took  part,  regarding  the  desirability  of  having  a  mortahty  table 
show  the  amount  of  financial  loss  caused  by  the  death  of  the 
insured  instead  of  simply  the  number  of  lives  terminated  by  death. 
The  new  American-Canadian  Mortality  Investigation,  1900-1915, 
was  by  policy  years  and  the  entire  experience  was  based  on  sums 
insured  in  order  to  give  effect  to  the  true  cost  of  the  varying 
incidence  of  mortality  on  large  and  on  small  policies. 

For  the  convenience  of  students  I  may  state  that  full  particulars 
of  the  M.-A.  Select  ^Mortality  Table  with  which  the  author  compares 
his  results  will  be  found  in  Volume  I  of  the  Medico-Mortality 
Investigation,  pages  84  and  89,  and  in  \'olume  III  of  the  same  work, 
page  27. 
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I  shall  now  make  some  comments  upon  the  statistics  contained 
in  Mr.  Mead's  tables  and  some  comparisons  with  similar  statistics 
furnished  by  other  companies. 

Table  I :  The  monetary  loss  among  women  shown  by  this  table 
averaged  about  59  per  cent  of  the  amount  called  for  by  the  M.-A. 
Select  Table,  one  of  the  principal  causes  of  this  low  percentage 
undoubtedly  being  the  recent  selection  of  the  lives,  the  average 
duration  of  risk  in  years  being  only  3.3. 

The  fact  that  84  per  cent  of  the  Michigan  State  business  which 
was  reinsured  by  the  Lincoln  was  still  in  force  after  four  years 
without  any  corresponding  increase  in  the  mortality  among  the 
Michigan  State  policyholders  shows  remarkable  persistence  on  the 
part  of  those  reinsured. 

The  total  number  of  policies  on  the  lives  of  women  terminated 
by  death  during  the  whole  period  under  observation  was  only  35. 
Richard  Teece,  of  Sydney,  Australia,  in  an  address  on  female  mor- 
tality delivered  at  the  Fifth  International  Congress  of  Actuaries, 
held  at  Berlin,  Germany,  says:  "In  the  table  published  by  the 
Connecticut  Mutual  Life  for  1 846-1 878,  though  the  females  have 
the  advantage  in  the  expectation  of  life  at  all  ages  after  25,  the 
numbers  surviving  out  of  100,000  living  at  age  20  are  greater  for 
males  than  for  females  at  all  ages  up  to  65."  He  then  said:  ''I 
endeavored  to  deduce  a  similar  comparison  from  the  experience  of 
the  Provident  Life  and  Trust  Company  of  Philadelphia  for  the  20 
years  ending  in  1885.  As  the  number  of  female  deaths,  however, 
was  only  67,  I  considered  that  no  reliance  could  be  placed  on  the 
results.''  The  total  number  of  policies  terminated  by  death  in 
the  tables  under  discussion  was  only  35,  so  that  we  may  easily 
conclude  that  as  the  average  duration  of  the  risks  under  obser- 
vation becomes  greater,  we  may  expect  a  material  increase  in 
the  ratio  of  the  mortality  to  that  called  for  by  the  M.-A.  Select 
Table. 

Table  II:  There  appears  to  be  a  clerical  error  in  the  number  of 
poUcies  terminated  by  death  as  recorded  on  page  4.  The  total 
number  of  policies  terminated  by  death  in  both  companies  should 
be  35  instead  of  33.  Five-sevenths  of  all  the  policies  terminated 
by  death  in  both  companies  terminated  during  the  first  five  policy 
years.  The  special  features  of  this  table  are  well  brought  out  by 
the  comments  of  the  author. 
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Table  III:  Of  the  35  policies  terminated  by  death  in  both 
companies,  18  of  them  entered  from  15  to  29,  8  from  30  to  39,  and 
9  from  40  and  over.  The  death-rate  for  ages  at  entry  from  30  to 
39,  only  21  per  cent  of  the  amount  called  for  by  the  American 
Table,  was  certainly  very  low.  Some  of  the  old  companies, 
however,  that  transact  a  select  business  sometimes  have  a  very 
favorable  death-rate  at  about  the  same  period  of  life.  For  example, 
in  the  eleventh  quinquennial  report  of  the  Clergy  Mutual  Assurance 
Society  it  is  stated  that  the  actual  claims  for  the  ages  from  35  to 
44  were  only  £24,961  as  against  the  expected  claims  of  £86,303 
according  to  the  Institute  Hm  Table,  or  only  29  per  cent  of  the 
latter.  The  last  table  on  page  7  is  a  repetition  of  the  last  table 
on  page  4,  and  is  reprinted  for  convenience  of  reference. 

Tables  IV,  V,  and  VI:  In  these  three  tables  the  author  gives 
other  statistics  regarding  mortality  among  women  according  to 
class,  with  details  for  the  different  insurance  years  for  all  ages 
combined,  and  for  various  insurance  years  with  all  durations 
combined.  These  tables  show  that  20  of  the  35  deaths  among 
women  were  of  married  women,  with  husband  as  beneficiary. 

In  Volume  II,  pages  36  to  43  of  the  Report  on  the  Medico- 
Actuarial  Mortality  Investigation,  there  appears  a  s^mopsis  of  the 
mortality  experienced  by  the  forty-three  companies  under  the  four 
classes  described  by  Mr.  Mead  on  page  9  of  his  paper.  The  Selec- 
tion Committees  of  our  companies  will  find  that  the  statistics 
given  on  the  pages  just  described  will  repay  a  careful  perusal  if 
they  wish  to  keep  Ao\xn  the  death  rate  among  their  female  policy- 
holders. 

Page  47  of  the  volume  just  issued,  giving  the  results  of  the 
American-Canadian  Mortality  Investigation  for  1 900-191 5  inclu- 
sive, shows  that  during  the  first  five  insurance  years  the  mortality 
among  American  women  was  1 10 . 8  per  cent  of  that  expected  by  the 
American  Men  Select  and  Ultimate  Table.  By  the  same  standard 
the  mortality  among  American  women  for  all  ages  and  all  subse- 
quent insurance  years  was  91 .5  per  cent  of  the  expected,  and  for 
all  insurance  years,  including  of  course  the  first  five,  it  was  94.4 
per  cent  of  the  expected.  This  would  seem  to  prove  that  on  the 
average  the  mortality  among  insured  American  women  of  all  ages 
and  for  all  durations  combined  is  more  favorable  than  that  among 
insured  American  men. 
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In  the  mortality  experience  of  the  Provident  Life  and  Trust 
Company  from  1865  to  191 1  both  inclusive,  there  were  120,000 
lives  involved  of  whom  93  per  cent  were  men  and  7  per  cent  women. 
The  aggregate  exposure  by  lives  was  1,000,000,  and  by  amounts 
3,792,000,000.  In  the  mortality  experience  just  described  {TASA, 
XIV,  280)  the  mortality  (by  lives)  among  women  has,  in  the 
aggregate,  been  more  favorable  than  that  among  men.  By 
the  American  Table  the  ratio  of  actual  to  expected  deaths  has 
been  for  men  and  women  .647  and  .602  respectively.  The  fol- 
lowing table  shows  that  the  favorable  experience  among  women 
arises  from  the  exposures  at  attained  ages  above  35  or  40.  As  in 
previous  experiences  with  assured  lives,  the  incidence  of  the  mor- 
tality among  men  differs  from  that  among  women — the  men 
having  greater  vitality  at  the  younger  ages,  the  women  at  the 
older  ages. 

TABLE  IV 

Percentage  of  Actual  to  Expected  Deaths,  on  Basis  of  Lives, 
BY  American  Table 


Attained  Ages 
Below  30 

30-34 

35-39 

40-44 

45-49 


45 
46 

49 

57 
64 


Women 


55 
63 
47 
54 
SI 


Attained  Ages 

50-54 

55-59 

60-69 

70  and  over  .  .  . 
All  ages 


Men 


77 

84 

88 
80 
6S 


Women 


66 
71 
78 
59 
60 


In  Table  18  {TASA,  XI,  235)  the  Travelers  shows  on  the 
exposure  from  1 900-1 908  on  issues  on  standard  lives  from  1866- 
1908  inclusive  that  the  ratio  of  Actual  to  Expected  by  the  American 
Table  on  the  lives  of  women  was  only  61  per  cent  of  the  amount 
called  for  by  said  table.  The  Massachusetts  Mutual  Life  during 
1895-1915  issued  to  women  13,000  policies  for  $19,000,000  of 
insurance.  The  actual  losses  by  death  during  the  whole  twenty 
years  was  only  75  per  cent  of  that  called  for  by  the  M.-A.  Select 
Table  (ryl5'.4,  XVIII,  62). 

In  Mr.  Hunter's  article  on  ''Mortality  among  Women" 
published  in  Volume  XI  of  TASA,  he  says.  "If  we  were  asked 
to  state  the  class  which,  in  our  opinion,  would  be  likely  to  show  the 
most  favorable  mortality  among  married  women,  we  should 
probably  select  those  who  paid  the  premiums  out  of  their  own 
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estate,  or  salary,  or  allowance,  and  whose  children  were  the  bene- 
ficiaries. On  the  other  hand,  we  might  consider  the  least  favorable 
class  of  the  married  women  to  be  those  who  had  no  children  and 
whose  husbands  were  the  beneficiaries  and  paid  the  premiums. 
An  intermediate  class  might  be  the  married  women  with  children 
whose  husbands  were  the  beneficiaries  and  paid  the  premiums." 
A  synopsis  of  the  experience  of  these  three  classes  is  now  given. 

Ratio  of  Actual 

to  Expected  Deaths 

by  C.  P.  Table 

Married  women  with  children,  premiums 
paid  out  of  own  income,  children  benefi- 
ciaries   90  per  cent 

Married    women    with    children,    husband 

paying  premiums,  husband  beneficiary     113  per  cent 

Married    women,    no    children,    husband 

paying  premiums,  husband  beneficiary     126  per  tent 

In  replying  to  the  discussion  on  Mr.  Hunter's  paper  on  ''Mor- 
tality among  Women,"  Mr.  Hunter  said:  "Notwithstanding 
Mr.  Craig's  criticism  of  my  position,  I  believe  that  married  women 
(not  all  types  of  them)  should  be  insured,  having  in  mind  the 
experience  under  the  three  different  types  given  on  the  last  page  of 
my  paper.  The  extent  to  which  a  company  should  insure  married 
women,  however,  would  depend  upon  the  ratio  of  their  standard 
mortality  table  which  they  desired  to  obtain  in  the  future.  If  a 
company  wished  to  have  a  rate  of  mortality  lower  than  among 
corresponding  men,  that  condition  can  be  attained  by  insuring 
single  self-supporting  women  on  the  endowment  plans.  If,  on  the 
other  hand,  the  same  ratio  of  mortality  is  desired  among  women 
as  among  men,  a  company  can  afford  to  insure  the  best  types  of 
married  women  and  also  may  take  single  women  on  ordinary 
life  and  limited-payment  life  plans. " 

Table  VII :  This  table  gives  the  total  number  of  policies  on  the 
lives  of  men  terminated  by  death,  viz. :  127,  in  the  Michigan  State 
during  its  whole  existence,  classified  according  to  the  kind  of 
policy  in  force  at  the  time  of  death,  showing  the  number  of  policies 
and  the  amount  thereof  expected  to  be  terminated  on  each  plan, 
by  the  M.-A.  Select  and  by  the  American  Table,  and  the  actual 
number  and  amount  terminated  in  each  case  on  each  plan.  The 
actual  amount  terminated  on  all  plans  during  the  whole  eleven 
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years  was  only  58  per  cent  by  the  M.-A.  Select  and  34  per  cent  by 
the  American  Table.  A  very  unusual  result  shown  by  this  table 
is  that  the  mortality  on  men  insured  under  policies  on  single  lives 
increased  according  to  the  cost  of  the  plan. 

Mr.  Little  in  discussing  the  facts  brought  out  by  Mr.  Linton 
in  the  mortality  experience  of  the  Provident  Life  and  Trust  Com- 
pany {TASA,  XV,  161)  says:  ''I  may  mention  that  an  experi- 
ence during  191 1  and  191 2  of  policies  issued  within  the  last  decade 
showed  for  ordinary  life  contracts  102  per  cent  of  the  AL-A. 
Expectation,  for  limited-payment  life  81  per  cent,  and  for  endow- 
ments 70  per  cent."  In  Table  11  of  the  mortality  experience  of 
the  Travelers  Insurance  Company  {TASA,  XI,  229)  Mr.  Mes- 
senger shows  that  the  mortality  on  ordinary  life  policies  was  97 
per  cent,  on  twenty-payment  life  65  per  cent,  and  on  twenty-year 
endowments  58  per  cent  of  the  expected  by  the  American  Table. 
Mr.  Wells  in  discussing  Table  11  says  {TASA,  XI,  520):  "In 
Table  11  the  experience  is  classified  according  to  the  kind  of  policy, 
and  we  find,  in  general,  a  verification  of  what  has  been  understood 
to  be  the  fact,  that  the  mortality  increases  as  the  premium 
decreases. "  Mr.  Hunter  in  discussing  this  same  table  says 
{TASA,  XI,  525):  "The  Travelers'  experience  by  plan  of  insur- 
ance confirms  the  opinion  generally  held  that  the  mortality  under 
endowment  insurance  is  distinctly  more  favorable  than  under 
ordinary  life. "  The  recent  mortality  experience  of  the  Massachu- 
setts Mutual  {TASA,  XVHI,  59)  also  confirms  the  opinions 
quoted  above  that  the  endowment  mortality  is  superior  to  both 
life  and  limited-life  experience. 

Tables  VIII  and  IX:  These  tables  do  not  call  for  any  special 
comment  other  than  that  given  by  the  author.  The  Travelers 
Insurance  Company  in  Table  10  {TASA,  XI,  228)  gives  the  same 
kind  of  information  in  five-year  groups  by  age  and  issue  as  ]Mr. 
Mead  gives  in  Table  IX.  The  statistics  given  by  the  Travelers 
are  based  on  the  issue  of  1 866-1 908  inclusive  and  the  exposure  of 
1897-1908  inclusive.  The  average  ratio  of  the  actual  loss  to  the 
expected  by  the  American  Table  in  the  Travelers'  Experience  was 
76  per  cent  for  all  ages  at  entry  to  sixty-nine  inclusive. 

The  best  two  articles  dealing  with  the  relative  mortality  among 
male  and  female  lives  from  the  British  point  of  \aew,  in  my  opinion, 
are  found  in  JIA,  XIX,   174,   by  Cornelius  Walford  and  JIA, 
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XLIV,  105,  by  C.  W.  Kenchington,  the  first  article  dealing  with 
the  subject  from  1661  to  1874,  and  the  second  one  from  1875 
to  1909. 

The  statistics  given  by  Mr.  Mead  in  his  paper  on  the  "Mor- 
tality among  Women"  are  very  interesting  and  instructive  and 
show  a  lower  rate  of  mortality  on  the  whole  than  I  have  seen  in 
any  other  published  experience.  If  the  Michigan  State  and  the 
Lincoln  National  have  not  refused  insurance  protection  to  many 
persons  entitled  to  have  it,  then  I  think  the  author  of  the  paper 
under  discussion  may  well  be  congratulated  upon  being  able  to 
make  such  a  satisfactory  showing  regarding  the  mortality  among 
male  and  female  lives  in  his  company. 

]Mr.  Mead:  Mr.  ^Marshall  devotes  a  considerable  portion  of 
his  discussion  to  the  reason  why  the  mortality  in  the  present  experi- 
ence should  be  higher  on  women  than  on  men,  whereas  in  the 
published  experience  of  the  New  York  Life,  Metropolitan,  and 
Provident  Life  and  Trust  the  mortality  is  slightly  more  favorable 
than  on  men.  This  discrepancy  is  doubtless  due  not  only  to  the 
fact  that  the  Lincoln  and  Michigan  State  Life  had  included  in  its 
experience  a  larger  proportion  of  married  women  with  husbands 
as  beneficiaries  than  the  other  companies,  but  also  because  there 
was  a  greater  proportion  of  entrants  at  the  younger  ages,  where 
the  relative  mortality  is  higher.  However,  as  the  excess  of  the 
mortality  of  women  over  men  was  only  a  very  small  percentage, 
the  question  is  of  little  practical  importance,  especially  as  the 
mortality  on  even  married  women  in  the  present  experience  was 
30  per  cent  more  favorable  than  that  on  men  in  the  average 
company. 

Mr.  Marshall  further  calls  attention  to  the  fact  that  the  mor- 
tality rate  for  women  for  the  combined  companies  is  practically 
the  same  as  the  rate  for  the  men  of  the  one  company,  referring  to 
the  Michigan  State  Life.  This  is  due  to  the  fact  that  the  selection 
in  more  recent  years  in  the  Lincoln  Life  was  much  more  rigid  than 
it  was  in  the  Michigan  State  for  the  reason  that  it  was  erroneously 
supposed  that  a  high  mortality  had  been  experienced  not  only 
among  married  women  previously  accepted  in  the  Lincoln  Life, 
but  in  the  Michigan  State,  which  had  been  reinsured  by  the  Lincoln 
Life.  The  comparatively  greater  freedom  of  selection  in  the  Michi- 
gan State  Life  than  in  the  aggregate  business  in  the  Lincoln  Life 
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accounts  to  my  mind  for  the  difference  to  which  Mr.  Marshall 
directs  his  attention  in  the  early  portion  of  his  discussion. 

The  average  size  of  the  policies,  as  Mr.  Marshall  indicates, 
is  accountable  for  the  fact  that  the  mortality  is  more  favorable 
bv  policies  than  by  amount.  The  mortality  under  the  higher- 
priced  policies,  even  in  spite  of  the  fact  that  endowments  were 
not  used  for  substandardizing,  was  probably  due  to  the  much  more 
liberal  selection  in  the  case  of  endowments  than  life  policies. 

Mr.  Marshall  further  calls  attention  to  the  regularity  of  so 
small  an  experience.  Such  regularity  is  frequently  found  with 
reference  to  small  groups  of  risks  when  they  are  homogeneous  in 
character,  such  as  those  in  the  present  experience. 

One  of  the  chief  objections  to  compiling  and  accumulating 
the  mortality  experience  of  a  company  from  year  to  year  in  the 
manner  indicated  by  Mr.  Beckett  from  the  group  calculations  for 
the  mortality  for  the  gain  and  loss  exhibit  is  that  the  expected  mor- 
tality thus  calculated  is  based  upon  the  American  Experience  Table 
in  connection  with  which  no  allowance  is  made  for  selection  and 
which  is  therefore  not  an  accurate  guide  in  making  deductions  as 
to  the  mortahty  of  a  company.  Furthermore,  it  is  according  to 
the  calendar  and  not  policy  years  and  it  would  therefore  be  difficult 
to  apply  a  select  table. 

I  do  not  believe  that  the  lapse  ratio  is  any  great  factor  to  be 
considered  in  connection  with  an  experience  like  the  present  one 
in  connection  with  which  we  know  that  this  ratio  has  been  very 
favorable  as  compared  with  that  of  other  companies  of  the  same 
age  and  size.  Of  course,  as  Mr.  Marshall  indicates,  a  higher  lapse 
ratio  would  show  a  lower  apparent  mortality,  but  this  would  be 
true  only  if  the  experience  were  measured  by  an  aggregate  table, 
which,  however,  is  not  the  proper  table  to  use  in  making  deductions 
as  to  relative  mortality.  Such  a  result  would  not  obtain  when  a 
select  table  is  employed. 

Mr.  Marshall  refers  to  the  fact  that  it  would  be  interesting  if 
a  classification  were  made  as  to  whether  or  not  the  married  women 
paid  the  premiums  from  their  own  funds.  As  to  this,  I  would 
say  that  it  is  quite  probable  that  very  few  of  the  married  women 
embraced  in  the  experience  actually  paid  the  premiums  from  their 
funds.  This,  too,  was  not  made  a  requirement  in  connection  with 
the  selection  of  these  risks.     Our  requirement  was  and  is  that  the 
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husband,  if  beneficiary,  be  insured  for  a  like  or  greater  amount  in 
our  own  or  some  other  company.  As  previously  indicated,  we 
for  some  considerable  time  debated  whether  we  should  not  make 
the  requirement  that  the  premiums  be  paid  from  their  own  funds 
owing  to  the  fact  that  we  were  under  the  impression  that  we  were 
experiencing  an  unfavorable  mortality  on  women.  This  investiga- 
tion demonstrated  that  our  general  impressions  were  erroneous  and 
therefore  we  have  made  no  changes  in  our  requirements.  The 
present  requirement  in  this  connection  is  that  the  women  be  not 
over-insured.  We  favor  small  applications  on  married  women. 
The  small  policy  involved  is  one  of  the  elements  in  securing  the 
favorable  experience. 

In  reference  to  taking  the  durations  to  the  nearest  quarter  in 
view  of  the  small  extent  of  the  data,  I  would  say  that  I  now  believe 
that  this  has  little  bearing  upon  the  accuracy  of  the  results  and 
I  have  determined,  in  connection  with  any  future  investigations 
of  similar  nature,  to  take  the  duration  in  accordance  with  the 
methods  adopted  in  the  Medico-Actuarial  Investigation. 

Mr.  Bowerman,  in  commenting  upon  Table  i,  states  that  one 
of  the  principle  causes  of  the  low  percentage  according  to  the 
M.-A.  Select  Table  was  doubtless  the  recent  selection.  I  am 
unable  to  fathom  the  foundation  for  this  statement  in  view  of  the 
fact  that  a  select  table  is  used  and  that  this  is  one  of  the  very  reasons 
why  we  use  a  select  table  by  means  of  which  we  may  judge  the 
relative  mortality  experienced  on  risks  according  to  time  elapsed 
since  date  of  examination. 

Table  2  demonstrates  that  the  mortality  is  relatively  low, 
regardless  of  duration,  and  for  that  reason  and  in  view  of  the 
mortality  we  are  experiencing  on  men  as  well  as  women  I  do  not 
believe  there  will  be  any  material  increase  in  the  relative  mortality 
as  our  experience  becomes  larger;  at  least  in  so  far  as  risks  from 
the  same  habitat  are  concerned.  The  error  which  Mr.  Bowerman 
notes  in  connection  with  Table  2,  namely,  that  the  total  number  of 
policies  terminated  by  death  in  both  companies  should  be  35 
instead  of  t,^,  is  typographical  and  not  clerical,  and  therefore  the 
corresponding  ratio,  64  per  cent,  shown  in  the  table  is  correct. 

In  reference  to  Mr.  Bowerman's  hypothetical  statement  as 
to  whether  insurance  protection  were  refused  too  many  persons 
entitled   to  it,  I  would  say  that   the   rate  of  rejection  even  in 
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connection  with  married  women  was  very  low,  much  lower  than 
that  of  the  average  company. 

EFFECT  OF  FLUCTUATING  CURRENCY  ON  LIFE  INSURANCE 
By  J.  H.  Washburn 

Mr.  Stein:  The  paper  which  Mr.  Washburn  has  presented 
upon  the  subject  of  fluctuating  currency  in  the  Republic  of  Mexico, 
with  particular  reference  to  its  bearing  upon  life  insurance,  based 
upon  actual  conditions  as  they  existed  in  that  country,  conditions 
with  which  he  was  familiar,  and  the  method  adopted  by  the  govern- 
ment for  stabilizing  the  currency  of  the  country,  is  interesting  and, 
when  presented,  was  especially  timely. 

Hostilities  in  Europe  having  ceased,  however,  without  any 
fluctuation  in  the  currency  of  our  own  country,  this  question  is 
not  a  very  practical  one,  so  far  as  the  companies  doing  business 
exclusively  in  the  United  States  are  concerned,  and  if  the  Federal 
Reserve  System  performs  all  of  its  functions  and  accomplishes  all 
that  its  advocates  claimed  for  it,  there  scarcely  seems  any  proba- 
bility of  such  a  condition  arising  at  any  time  in  the  future. 

On  the  other  hand,  American  hfe  companies  engaged  in  business 
in  foreign  countries  may  be  confronted  by  conditions  similar 
to  those  which  existed  in  Mexico,  though  perhaps  in  a  less  degree, 
and,  with  them,  this  question  may  be  a  very  real  and  a  very  prac- 
tical one. 

As  far  as  business  in  Mexico  is  concerned,  I  understand  that 
some  American  companies,  at  least,  did  make  an  adjustment, 
similar  to  that  provided  for  by  the  decree  of  the  Mexican  govern- 
ment of  December  15,  1916,  even  before  the  decree  was  issued, 
though  not  only  were  the  differences  in  premiums  on  the  basis  of 
paper  money  as  compared  with  the  standard  gold  currency  taken 
into  account,  but  interest  on  such  differences  as  well. 

While  I  presume  that  the  governmental  decree  of  December, 
1916,  with  which  Mr.  Washburn's  paper  deals,  was  the  result  of 
necessity,  due  to  existing  conditions  rather  than  a  matter  of  choice, 
yet  I  am  not  entirely  persuaded  that  the  method  adopted  for  the 
adjustment  of  premiums  already  paid  by  the  insured  is  the  most 
equitable  one,  certainly  not  without  a  certain  reservation. 

Mr.  Washburn,  in  the  example  which  he  gives  illustrating  the 
operations  of  the  decree,  refers  to  a  policy  issued  in  July,  191 2, 
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when  paper  money  was  still  worth  its  face  value,  and  shows  how 
the  insured  could  pay  the  difference  in  premiums,  which  had 
already  been  paid  upon  the  policy,  comparing  the  amount  paid  in 
paper  money  with  its  actual  value,  at  the  time  of  payment,  in 
standard  gold  currency;  or  the  insured  could  continue  the  policy 
reducing  its  face  value  in  the  proportion  which  paper  money  bore  to 
its  equivalent  value  in  Mexican  gold  currency,  in  the  former  case 
paying  $7 5. 3 7  in  cash  and  in  the  latter  continuing  the  policy  for 
$544.00  at  a  premium  of  $17.99. 

It  would  seem,  this  adjustment  having  been  made,  that 
provision  should  be  made  for  payment  of  premiums  as  well  as  the 
amount  of  the  insurance  and  any  other  payments  due  under  the 
policy,  in  standard  gold  currency.  While  this  may  be  provided 
for  in  the  decree,  and  it  is  presumed  that  such  is  the  case,  yet  Mr. 
Washburn  does  not  make  it  very  clear  in  his  paper. 

Since  the  Mexican  government  has  made  gold  the  standard,  of 
course  some  adjustment  was  necessary,  and,  as  Mr.  Washburn  states 
in  his  paper,  the  method  adopted  is  a  very  practical  one  and  for 
this  reason  is  desirable,  but  in  some  respects  might  it  not  have  been 
more  equitable  to  have  deferred  any  adjustment,  so  far  as  life 
insurance  is  concerned,  until  the  policy  should  become  a  claim  ? 

Policies  issued  to  residents  of  Mexico  provide,  I  understand, 
for  payment  of  premiums  and  the  face  of  the  policy  in  Mexican 
currency.  Of  course,  in  the  case  of  poUcies  providing  for  payment 
in  gold,  and  there  are  a  number  of  such,  no  adjustment  would 
be  necessary. 

If  premiums  were  paid  by  the  insured  in  good  faith  in  years  past 
in  the  then  prevailing  currency  of  the  country  and  the  company, 
upon  the  receipt  of  such  premiums,  invested  them  in  what  were 
considered  reputable  securities  at  the  prevailing  market  price, 
which,  it  is  assumed,  was  based  upon  the  same  standard  of  cur- 
rency, it  would  seem  that  it  would  have  been  more  equitable  to 
all  concerned  to  have  paid  claims  in  the  same  currency,  so  that  if 
the  value  of  the  currency  should  again  reach  par  the  insured  would 
receive  the  full  face  value  of  the  policy  without  loss  to  either  the 
company  or  the  insured,  while,  on  the  other  hand,  if  the  policy 
chould  become  a  claim  and  payment  were  made  while  paper  or 
silver  money,  as  compared  with  gold,  was  below  par,  the  pur- 
chasing  power  of  the  amount  received  under  the  pohcy  would, 
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relatively  speaking,  remain  uniform,  varying  as  it  perhaps  would 
with  the  value  of  silver  or  paper  money  as  compared  with  gold, 
even  though  the  actual  value,  in  terms  of  standard  gold  currency, 
would  be  less. 

The  objection  may  be  raised  that  a  policy  should  at  all  times 
be  worth  its  face  value,  but  is  it  not  true  that,  in  a  lesser  degree,  a 
certain  economic  adjustment  is  constantly  taking  place,  even  in 
our  own  country  ? 

As  the  purchasing  power  of  a  dollar  fluctuates  so,  in  a  sense,  the 
value  of  legal  tender  money  fluctuates,  and  a  premium  paid  ten 
years  ago,  so  far  as  its  purchasing  power  was  concerned,  had  a 
great  deal  more  actual  worth  than  the  same  amount  today  and  yet 
a  company  pays  its  losses  in  the  present  standard  of  currency, 
notwithstanding  the  fact  that  $i,ooo  ten  years  ago  had  more 
actual  value  than  $i  ,000  paid  today,  in  purchasing  power  at  least. 

It  would  seem  that  the  more  logical  method  would  be  to  require 
premiums  and  claims  to  be  paid  in  the  prevailing  currency  of  the 
country  in  which  the  policyholder  resides,  and,  with  some  variations 
perhaps,  this  is  the  method  adopted,  I  believe,  by  some  life  com- 
panies conducting  business  in  Russia  and  other  foreign  countries. 

The  company  with  which  the  writer  is  connected,  while 
not  engaged  in  life  business  in  the  Dominion  of  Canada,  does 
have  a  considerable  volume  of  health  and  accident  insurance  in 
the  Dominion. 

The  company  maintains  a  branch  claim  office  in  Canada,  and 
premiums  are  received  and  claims  paid  in  the  currency  of  Canada, 
thereby  avoiding  any  question  as  to  the  rate  of  exchange  existing 
at  any  time  between  Canada  and  the  United  States. 

This  method  of  adjustment,  if  it  may  be  considered  an  adjust- 
ment, it  seems  to  me,  all  things  considered,  would  be  preferable 
to  that  provided  for  by  the  decree  of  the  Mexican  government. 

Mr.  Washburn  suggests,  in  order  to  overcome  difflculties  similar 
to  those  experienced  in  Mexico,  by  reason  of  a  fluctuation  in  cur- 
rency, that  there  be  inserted  in  the  policy  conditions  a  clause  pro- 
viding that  premiums  and  the  amount  insured  shall  be  payable 
in  gold  coin  of  the  present  legal  standard  of  weight  and  fineness, 
or  in  the  currency  of  the  United  States  at  the  market  value. 

The  company  with  which  the  writer  is  at  present  connected 
did  include  such  a  clause  in  its  first  policy  contracts,  but  because 
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of  this  clause  the  contracts  were  not  approved  by  at  least  one 
insurance  department  for  the  reason  that  "not  onlv  is  there  a 
reasonable  doubt  whether  such  an  agreement  would  be  practically 
enforceable  if  the  federal  government  decided  that  it  would  be 
against  the  public  interests,  but,  if  gold  were  at  a  premium  it  might 
be  rather  a  hardship  for  the  insured  to  pay  the  increased  premium 
which  such  a  clause  would  require  of  him,  considering  the  doubt 
expressed  above." 

Be  that  as  it  may,  even  if  the  clause  had  been  approved,  there 
is  another  difficulty,  which  might  arise.  Suppose  premiums  were 
accepted  by  the  company  in  prevailing  currency,  and,  of  course, 
under  present  conditions  in  this  country  they  could  be  received  in 
such  currency  at  its  face  value,  and  when  the  policy  became  a 
claim,  some  years  hence,  gold  were  selling  at  a  substantial  premium, 
the  company  would  be  required  to  pay  considerably  more  than  the 
face  of  the  policy,  when  reckoned  in  terms  of  the  prevailing  cur- 
rency. 

It  would  seem,  therefore,  aside  from  the  difficulty,  and  it  is 
a  very  real  one,  of  having  a  policy  containing  such  a  clause  approved 
by  some  of  the  insurance  departments,  that  such  a  clause  might 
mean  a  real  loss  to  the  company  and  might  raise  difficulties  even 
as  great  as  those  which  the  clause  is  intended  to  overcome. 

Mr.  Washburn:  For  Mr.  Stein's  timely  and  practical  dis- 
cussion of  my  paper  I  am  greatly  obliged,  and  the  Institute  is 
fortunate  indeed  to  have  the  criticisms  so  clearly  and  concisely 
made. 

My  paper  was  inspired  largely  by  the  probability  (remote  as 
it  was)  that  some  of  our  profession  who  had  extended  their  activities 
into  foreign  countries  would  meet  the  same  difficulties,  to  a  greater 
or  less  degree,  as  those  with  which  we  wrestled  in  Mexico  when 
economic  conditions  became  chaotic.  By  reason  of  the  fact  that 
the  United  States  is  now  the  creditor  nation  of  the  world  it  holds 
only  an  academic  interest  in  so  far  as  life  insurance  within  the 
bounds  of  this  country  is  concerned. 

While  there  had  been  sporadic  attempts  to  adjust  life  insurance 
policies  in  Mexico  there  was  no  uniformity  of  method  until  the 
promulgation  of  the  decree  and,  while  the  method  adopted  was 
by  no  means  perfect,  it  seemed  to  be  the  one  best  suited  to  the 
rapidly  changing  conditions  then  existing  there. 
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I  regret  that  there  was  any  doubt  about  gold  being  the  standard 
adopted  by  the  decree  for  all  life  insurance  transactions  and  had 
thought  that  that  point  was  made  sufficiently  clear  in  the  fifth 
and  seventh  paragraphs  of  my  paper.  However,  in  order  to  dispel 
all  misgiving  I  have  translated  Article  I  of  the  decree,  which  reads 
as  follows: 

Companies  of  insurance  upon  life  and  against  personal  accident 
and  those  insuring  against  fire  and  risks  in  property,  real  and  personal, 
which  are  established  in  the  Republic;  as  also  branches  placed  in  the 
same  and  which  are  owned  by  foreign  companies,  remain  subject  to  the 
basis  of  national  gold  for  all  transactions  relative  to  payment  of  premiums, 
loans,  values  of  cession  in  cash,  dividends,  death  claims,  matured  endow- 
ments, in  conformity  with  the  rules  established  in  the  following  articles.' 

In  reply  to  the  question  in  paragraph  eight  of  Mr.  Stein's  dis- 
cussion, I  beg  to  state  that  it  was  preferable  to  make  the  adjust- 
ment as  soon  as  gold  became  standard  because,  had  the  adjust- 
ment been  allowed  to  remain  as  a  lien  against  the  policy,  the 
accumulating  interest  on  this  lien  would  soon  make  the  indebted- 
ness so  great  as  to  absorb  nearly  all  if  not  all  benefit  due  under  the 
policy.  Take,  for  example,  the  policy  illustrated  in  Table  11 
of  my  paper  and  suppose  it  had  been  issued  in  November  instead 
of  July.  At  the  end  of  five  years  the  net  amount  required  in  the 
adjustment  under  that  poUcy  would  have  exceeded  the  American 
Experience  3I  per  cent  Reserve  by  more  than  $20.00.  It  is  quite 
evident  that  if  this  adjustment  alone  were  deferred  until  the  policy 
became  a  claim  there  would  be  considerable  dissatisfaction. 

Paragraph  ten  of  Mr.  Stein's -discussion  is  decidedly  imprac- 
ticable for  two  good  reasons,  namely:  (i)  During  paper-money 
days  there  is  no  standard  of  currency  and  there  are  such  meteoric 
fluctuations  in  value  that  safe  investments  are  impossible  to  obtain. 
(2)  So  often  is  the  currency  of  one  government  repudiated  by  its 
successor  that  not  only  is  it  impossible  to  pay  premiums  in  this 
currency  but  claims  as  well. 

It  is  exactly  the  objection  which  Mr.  Stein  mentions  in  para- 
graph eleven  of  his  discussion  which  it  is  desired  to  avoid,  and  by 
keeping  a  pohcy  strictly  on  the  gold  standard  seems  to  be  the  best 
way  to  meet  such  objection.  In  his  twelfth  paragraph  he  deals 
more  with  economic  generalities  than  with  life  insurance  adjust- 

'  Italics  are  the  author's. 


1919]  Fluctuating  Currency  and  Life  Insurance  79 

ments;  the  condition  of  which  he  speaks  is  constantly  taking 
place  on  this  terrestrial  sphere  of  ours,  and  one  might  as  well  say 
that  because  he  was  able  to  purchase  eggs,  clothes,  securities, 
etc.,  at  10  per  cent  less  two  months  ago  than  at  the  existing  prices 
a  death  claim  presented  today  should  be  adjusted  to  meet  this 
additional  cost.  The  policyholder  must  pay  his  premiums  year 
by  year  in  standard  currency  no  matter  how  the  purchasing  power 
of  this  currency  may  be  affected;  consequently,  a  claim  should 
be  paid  on  the  same  standard. 

In  commenting  on  the  remainder  of  Mr.  Stein's  discussion 
let  us  bear  in  mind  that  during  the  height  of  its  revolutionary 
troubles  Mexico  had  no  standard  currency  in  general  circulation 
so  that  it  is  scarcely  relevant  to  the  subject  to  compare  business 
transacted  in  Canada  with  that  in  Mexico.  Canada  for  many 
years  has  been  on  the  gold  standard,  while  Mexico  has  had  it  only 
since  December  15,  1916. 

Gold,  for  ages,  has  been  adopted  as  the  financial  medium  by 
experts  the  world  over  because  it  is  the  one  precious  metal  least 
affected  by  economic  disturbances.  At  this  writing  it  does  not 
appear  to  be  in  danger  of  dislodgment,  and  if  that  time  should 
arrive  the  entire  economic  fabric  of  the  world  must  be  recon- 
structed; therefore  it  does  not  seem  to  work  a  hardship  on  either 
poUcyholder  or  company  to  make  all  conditions  on  the  gold  basis. 

Mr.  R.  G.  Hunter:  Mr.  Washburn  congratulates  the  govern- 
ment of  Mexico  "on  having  devised  a  method  of  adjusting  life 
insurance  policies  which,  while  being  accurate,  is  so  shorn  of  techni- 
cal phraseology  and  so  easily  followed  as  to  be  readily  understood 
by  most  policyholders." 

I  happened  to  be  connected  with  one  of  the  four  American 
companies  doing  business  in  Mexico  at  the  time  the  decree  was 
promulgated.  In  our  office  we  studied  the  decree  carefully,  from 
an  English  translation,  discussed  the  matter  among  ourselves,  and 
disagreed  as  to  the  interpretation  of  different  paragraphs.  We  then 
discussed  the  decree  with  one  or  two  of  the  officials  of  the  other  three 
companies,  and  found  that  no  two  companies  were  following 
exactly  the  same  procedure  in  carrying  out  the  terms  of  the  decree. 
For  this  reason  I  cannot  but  disagree  with  Mr.  Washburn's  state- 
ment that  the  method  was  easily  understood  by  most  of  the  poHcy- 
holders.     i\s  a  matter  of  fact,  the  correspondence  that  we  had  with 
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our  policyholders  showed  that  they  did  not  understand  the  method 
of  adjusting  their  policies,  and  in  some  cases  protested  vigorously 
against  its  being  carried  into  effect.  This  was  due,  in  some  measure, 
to  the  fact  that  there  were  all  kinds  of  paper  money  in  circulation 
in  Mexico.  There  were  bank  notes,  there  was  Villa  money,  and 
there  was  Carranza  money,  all  with  different  values,  while  the 
decree  recognized  only  one  form  of  paper  mon-ey. 

I  must  also  disagree  with  Mr.  Washburn's  statement  that  the 
method  was  accurate.  It  was  far  from  accurate.  Take  the 
illustration  that  Mr.  Washburn  cites.  He  shows  that  the  insured 
will  be  required  to  pay  $75.37  in  cash  in  order  to  maintain  his 
policy  in  force  for  the  full  amount.  If  we  assume  that  the  reserve 
on  this  poHcy  was  based  upon  the  American  3  per  cent  table  the 
amount  that  the  insured  owed  the  company  is  larger  than  the 
reserve  value  of  the  policy.  Yet  Mr.  Washburn  says  that  accord- 
ing to  the  decree  the  pohcyholder  is  entitled  to  $60.00  in  paid-up 
insurance  but  to  no  benefit  whatsoever  if  in  the  form  of  extended- 
term  insurance.  Furthermore,  the  insured  may  continue  the 
policy  for  $544.00,  paying  the  annual  premium  for  reduced  insur- 
ance at  his  age  at  entry,  in  spite  of  the  fact  that  the  entire  reserve 
on  the  original  policy  is  completely  wiped  out  by  the  amount  that 
he  owes  the  company.  I  might  say  in  passing  that  so  far  as  this 
last  option  is  concerned  Mr.  Washburn  has  interpreted  the  terms 
of  the  decree  in  an  entirely  different  way  from  two,  at  least,  of  the 
American  companies  doing  business  in  Mexico. 

In  applying  the  terms  of  the  decree  to  our  policies  in  force  in 
Mexico  we  unearthed  a  considerable  number  of  actuarial  incon- 
sistencies and  injustices  to  the  company  as  well  as  to  the  individual 
pohcyholder.  No  purpose  would  be  served  by  reciting  them  at 
this  time.  The  actuarial  inconsistencies  that  I  have  already  men- 
tioned in  the  illustration  cited  by  Mr.  Washburn  run  through  the 
entire  decree. 

I  have  so  emphatically  disagreed  with  Mr.  Washburn  in  two 
of  the  points  that  he  has  mentioned  that  I  dislike  to  disagree  with 
him  about  a  third,  but  I  cannot  overlook  a  certain  statement 
made  by  him  without  challenging  its  correctness.  Mr.  Washburn 
says,  "the  governmental  decree  of  December  15,  1916,  declared 
gold  the  monetary  standard  and  placed  the  commerce  of  the  nation 
again  on  a  stable  basis."     I  submit  that  the  commerce  of  a  nation 
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cannot  be  put  on  a  stable  basis  by  merely  waving  a  fairy  wand  and 
declaring  gold  as  the  monetary  standard  of  the  country.  A  gold 
basis  requires  a  gold  reserve,  and  Mexico  certainly  did  not  have  a 
gold  reserve  at  the  time  the  decree  was  made.  What  Carranza 
did,  as  I  see  it,  was  to  set  aside  all  economic  laws  and  place  an 
arbitrary  value  on  the  paper  money  issued  in  Mexico.  This  is 
nothing  more  nor  less  than  fiat  money,  and  history  shows  that 
fiat  money  never  put  the  commerce  of  a  country  on  a  stable 
basis. 

[Through  a  regrettable  error  on  the  part  of  the  Editor,  Mr. 
Washburn,  who  was  not  present  at  the  meeting,  did  not  have  an 
opportunity  to  see  Mr.  Hunter's  paper  when  he  wrote  his  reply  to  Mr. 
Stein's  discussion. — Editor.] 

FR-\TERX.\L  BENEFIT  SOCIETIES 
By  W.  p.  COLER 

Mr.  Nitchie:  This  subject  has  been  so  fully  covered  by 
Mr.  Coler's  paper,  and  by  the  discussion  in  October,  1914,  that 
there  seems  little  to  be  added  at  the  present  time. 

As  some  of  our  members  may  not  be  familiar  with  the  form 
of  valuation  report  required  of  fraternal  societies  I  present  here- 
with an  outline  showing  some  of  the  principal  items  therein 
contained. 

The  preliminary  instructions  provide  that  certain  items  from 
the  society's  financial  statement  shall  be  supplied  to  the  actuary, 
and  certified  by  the  secretary  of  the  society,  and  that  the  results 
of  the  valuation  shall  be  reported  to  the  individual  members, 
either  through  the  official  journal  or  by  direct  communication. 
The  actuary  is  expected  to  report  the  valuation  methods  by  means 
of  a  schedule  in  the  following  form : 

1.  Mortality  and  interest  assumptions  used, 
c)  In  calculation  of  rates. 

b)  In  valuation  of  certificates. 

2.  Form  of  certificates. 

3.  Certificates  in  force  December  31,  19 — . 
Xo. Amount 

4.  Formula  used  in  valuation. 
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In  the  ''Valuation  Exhibit"  are  the  following  items: 

x\ssETS,  Actual  and  Contingent 

19.  Present  mid-year  value  of  future  net  contributions. 

24.  Admitted  assets,  less  $ — — ,  general  or  expense  funds. 

25.  Liens,  loans,  and  interest  thereon  on  certificates  valued  according 
to  the  prospective  method. 

26.  Total. 

Liabilities,  Actual  and  Contingent 

27.  Present  mid-year  value  of  promised  benefits. 
32.  Accrued  liabilities. 

2,2,-  Value  of  unpaid  instalments. 

34.  Net  sick  and  accident  fund. 

35.  Credits  to  certificates  valued  on  the  "accumulation  basis." 

36.  Total. 

37.  Amount  of  general  or  expense  fund. 

38.  Amount  of  "non-admitted  assets." 

39.  Accrued  claims  on  general  or  expense  fund. 

40.  Assets  (item  26)  to  liabilities  (item  36)  (Percentage). 

The  report  calls  for  a  valuation  of  future  contributions  "at 
the  net  rates  now  being  collected"  or,  as  in  some  of  the  earlier 
forms,  "as  the  same  are  in  practice  actually  collected."  In  the 
discussion  of  this  subject  in  1914,  Mr.  Anderson  called  attention 
to  an  anomaly  in  this  phraseology;  if  interpreted  as  making  the 
practice  of  the  current  year  a  measure  of  the  future  contributions 
to  be  valued,  an  excessive  mortahty,  requiring  extra  assessments, 
would  indicate  a  favorable  valuation,  whereas  a  normal  or  lighter 
rate  of  mortality  with  Ught  assessments,  if  applied  to  measure 
future  contributions,  would  show  unfavorable  valuation  results. 

Some  of  the  insurance  commissioners  have  recently  sought  to 
correct  this  by  notifying  fraternal  societies  that  in  valuing  future 
contributions  the  rates  to  be  considered  are  only  those  recognized 
by  the  laws  of  the  society  as  permanent — for  instance,  if  the  by- 
laws provide  for  twelve  monthly  assessments  at  specified  rates, 
an  emergency  which  requires  additional  assessments  during  the 
current  year  will  not  justify  a  corresponding  increase  in  the  credit 
for  the  value  of  future  contributions. 

Mr.  Coler  mentions  (pp.  25-26)  some  crude  methods  of  assess- 
ment.    My  attention  has  been  called  recently  to  the  practice  of 
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certain  societies  in  which  the  assessments  were  determined  by  the 
number  of  deaths,  the  rate  of  assessment  being  not  a  fixed  rate  per 
month  but  a  fixed  rate  for  each  death,  so  that  even  where  monthly 
calls  are  issued  the  amount  called  for  is  determined  by  the  number 
of  deaths  occurring  during  the  period  between  calls.  This  prac- 
tice would  cause  fluctuations  similar  to  those  above  mentioned, 
but  it  also  raises  a  question  as  to  the  method  of  valuation  to  be 
pursued  in  such  cases,  even  under  the  ruling  of  the  commissioners. 

One  feature  of  the  fraternal  business  has  been  the  practice 
of  maintaining  distinct  funds,  such  as  the  mortuary  fund,  the 
reserve  fund,  the  sickness  or  disability  fund,  the  general  or  expense 
fund.  These  were  created  originally  under  arbitrary  rules,  often 
having  little  or  no  relation  to  the  obligations  incurred;  thus  the 
contributions  to  the  mortuary  or  reserve  funds  might  create 
accumulations  in  excess  of  the  amount  required  by  a  proper  valua- 
tion of  the  business  and  which  in  a  life  insurance  company  would 
count  as  surplus.  This  separation  of  funds  has  been  continued 
in  many  societies  even  under  a  system  of  adequate  level  premium 
rates  calling  for  tabular  reserves.  However,  in  some  of  the  statutes 
governing  fraternal  societies  there  are  provisions  which  would  seem 
to  require  that  in  such  cases  accumulations  must  not  be  diverted 
to  any  other  purpose,  but  must  be  held  or  distributed  for  the 
benefit  of  the  membership  and  must  not  be  counted  as  general 
surplus. 

In  the  valuation  report  the  general  or  expense  fund  is  excluded 
by  deduction  from  the  admitted  assets,  although  the  society  may 
have  closed  the  year  with  a  substantial  balance  in  this  fund  in 
excess  of  any  accrued  expenses,  yet  this  cannot  be  counted  as  sur- 
plus in  determining  the  ratio  shown  in  item  40. 

The  open  contract  has  been  utilized  by  some  of  the  fraternal 
societies  to  spread  the  war  risk  over  the  entire  membership,  by 
lewing  special  assessments  to  estabhsh  an  emergency  or  patriotic 
fund,  instead  of  taxing  only  those  in  military  service  with  an  extra 
premium  or  a  limitation  of  liability. 

Many  of  the  societies  are  now  establishing  juvenile  depart- 
ments, with  methods  similar  to  the  infantile  plans  of  the  industrial 
companies:  in  several  states  recent  statutes  regulate  the  organi- 
zation of  such  departments,  graduating  and  limiting  the  amounts 
of  insurance  at  the  respective  ages,  and  providing  for  rates  and 
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valuations  based  on  either  the  Standard  Industrial  Table,  or  the 
English  Life  Table  No.  6,  and  4  per  cent  interest,  also  requiring 
complete  segregation  from  the  general  business,  with  separate 
reports. 

Mr.  Buttolph:  Mr.  Coler  at  the  outset  calls  our  attention 
to  the  aggregate  size  and  importance  of  the  fraternal  societies 
and  very  properly  suggests  that  our  profession  may  well  give  some 
time  and  attention  to  a  form  of  insurance  of  such  magnitude  and 
accomplishing  as  much  good  as  this  undoubtedly  does.  Few  of  us 
may  ever  be  called  upon  directly  to  guide  in  the  readjustment  or 
development  of  these  societies  but  intelligent  discussion  of  their 
problems  may  nevertheless  be  of  material  assistance  to  those  who 
are  to  advise  them  and  of  great  benefit  to  the  societies  themselves. 

I  somewhat  regret  that  Mr.  Coler's  paper  is  almost  entirely 
historical  and  descriptive  and  not  at  all  argumentative.  However, 
the  fact  that  it  is  so  leaves  the  field  for  future  discussion  wide 
open. 

A  question  may  be  raised  as  to  the  correctness  of  the  statement 
that  the  tontine  system  in  vogue  forty-five  years  ago  made  the  cost 
of  protection  in  legal  reserve  companies  prohibitive,  but  it  undoubt- 
edly gave  to  the  promoters  of  fraternal  societies  an  argument 
which  had  much  weight  with  the  class  of  people  which  formed  their 
memberships. 

I  wish  to  mention  one  fact  in  regard  to  the  early  valuation 
of  the  outstanding  certificates  of  these  societies  which  Mr.  Coler 
does  not  include  in  his  historical  sketch.  In  about  the  year  1904 
the  Indiana  Insurance  Department  required  of  the  societies,  in 
connection  with  their  annual  statements,  the  preparation  of  a  new 
form  of  membership  schedule,  showing,  in  addition  to  the  usual 
information  regarding  number  of  members  and  amount  of  pro- 
tection at  attained  ages,  the  amount  of  twelve  full  monthly 
assessments  on  the  entire  protection  at  each  attained  age.  If 
the  society  issued  more  than  one  form  of  certificate,  separate 
schedules  were  required  for  each  form.  From  these  schedules  it 
was  of  course  easy  to  make  a  prospective  valuation  and  such 
valuation  was  made  by  that  department  though  the  results  were 
never  published. 

In  criticizing  what  he  designates  as  the  third  method  of  read- 
justment the  author  does  not  call  attention  to  the  fact  that  such 
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readjustments  in  most  cases  are  not  undertaken  until  the  so-called 
''credits"  are  already  exhausted  in  the  case  of  many  of  the  mem- 
bers, which  means  an  impairment  of  the  credits  of  other  members. 
Hence  it  may  be  questioned  whether  or  not  entire  equity  is  ever 
accomplished  by  this  method  in  actual  practice. 

Second  in  importance  only  to  the  absolutely  vital  question  of 
readjustment  is  the  matter  of  surrender  values  or  the  granting  of 
paid-up  or  extended  protection.  The  section  of  the  law  bearing 
upon  this  point  and  quoted  on  page  2,?^  is  peculiar  not  only  in  the 
use  of  the  words  to  which  our  attention  is  particularly  called,  but 
also  in  the  phrase  "necessary  to  enable  it  to  do  so."  Does  not 
this  expression  permit  a  society,  accumulating  even  a  very  small 
reserve,  to  give  such  values  to  the  extent  purchasable  by  that 
reserve  when  used  as  a  net  premium  under  the  American  Experi- 
ence Table  with  4  per  cent  interest  ?  I  do  not  know  how  generally 
this  wording  has  been  adopted  as  my  attention  was  never  before 
directed  to  it.  The  Indiana  law  reads:  "Any  society  which  shall 
show  by  the  annual  valuation  hereinafter  pro\dded  for  that  it  is 
accumulating  and  maintaining  the  reserve  not  lower  than  the  usual 
reserve  computed  by  the  American  Experience  Table  and  4  per 
cent  interest  may  grant  to  its  members,"  etc.  While  this  does 
not  remove  the  peculiarity  noted  by  the  author  yet  it  is  to  my 
mind  a  great  improvement  over  the  phraseology  quoted  by  him 
and  under  such  wording  I  cannot  agree  with  him  that  a  case  such 
as  he  cites  would  preclude  the  possibility  of  a  prospective  valuation. 
For  example,  a  certiticate  can  be  based  upon  the  National  Fraternal 
Congress  4  per  cent  table  with  rates  computed  upon  that  basis 
covering  the  payment  of  death  losses  as  indicated  by  that  table 
and  the  accumulation  in  twenty  years  of  a  sum  equal  to  the  net 
single  premium  for  whole  life  insurance  under  the  4  per  cent  Ameri- 
can Experience  Table.  The  reserve  under  such  a  form  of  certificate 
will  at  the  end  of  each  year  (except  the  twentieth)  be  in  excess  of 
the  reserve  under  a  regular  twenty-payment  life  computed  on 
the  American  4  per  cent  basis. 

This  matter  naturally  brings  up  the  question  of  the  wisdom  and 
equity  of  the  granting  or  withholding  of  paid-up  and  surrender 
values  by  fraternal  societies.  Mr.  Coler  points  out  some  of  the 
dangers  in  granting  so-called  non-forfeiture  values  but  expresses 
the  opinion  that  it  is  only  a  matter  of  time  until  they  will  be 
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compulsory.  Furthermore,  he  seems  to  feel  that  equity  demands 
them. 

I  believe  that  if  the  law  ever  compels  the  fraternals  to  grant 
such  values  it  will  be  because  the  societies  themselves  will  have 
wished  it.  In  other  words  they  will  be  responsible  for  the  enact- 
ment of  any  such  legislation. 

The  regular  life  companies  have  permitted  the  pubhc  to  cherish 
misconceptions  of  some  of  the  most  important  points  in  the  busi- 
ness. They  have  permitted  the  law  to  assume  as  an  unquestioned 
fact  something  that  is  not  a  fact  at  all.  I  hope  the  fraternals  will 
not  add  their  influence  to  the  perpetuation  of  these  errors. 

I  take  exception  to  the  very  words  used,  as  though  it  were 
possible  to  prevent  the  forfeiture  of  a  valuable  thing  when  pre- 
miums under  a  life  contract  are  defaulted.  But  the  forfeiture  may 
not  be  that  of  an  individual  reserve,  which  perhaps  has  no  real 
existence  at  least  as  a  determinable  quantity. 

Fraternals  have  always  been  the  champions  of  the  open  con- 
tract designed  to  hold  the  original  cost  down  to  a  minimum. 
They  have  used  a  mortahty  table  confessed  to  be  a  minimum 
table.  They  have  sought  to  take  advantage  of  the  lapse  ratio 
in  the  computation  of  their  rates.  They  have  tried  to  swell 
their  assets  or  depreciate  their  liabilities  by  capitalizing  an  excess 
interest  rate.  I  sj-mpathize  with  their  purpose  though  I  cannot 
indorse  all  of  their  attempted  methods.  Are  they  now  to  abandon 
this  entire  idea  ?  Will  they  deny  the  community  ownership  of 
their  reserve  funds  and  declare  in  favor  of  individual  ownership, 
attempting  the  task,  in  truth  impossible  though  commonly  regarded 
as  easy,  of  determining  the  individual's  rightful  share  of  these 
community  funds  ?     And  to  what  good  purpose  ?    • 

Mr.  Coler  truly  says  that  societies  have  been  made  insecure 
by  adverse  selection  due  to  the  withdrawal  of  good  lives.  Would 
he  now  pay  these  lives  for  withdrawing  ?  It  has  always  seemed  to 
me  that  substantial  justice  could  be  dealt  to  all  by  a  system  of 
passing  of  assessments,  equivalent  to  the  payment  of  dividends, 
whereby  the  forfeitures  (if  these  really  produce  a  profit)  of  the 
lapsing  members  would  inure  to  the  direct  benefit  of  the  per- 
sistent. 

It  is  generally  recognized  that  no  man  is  entitled  to  a  surrender 
value  unless  the  lapse  occurs  after  at  least  three  years.     This  is  a 
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long  enough  time  in  a  fraternal  to  have  derived  some  benelit  from 
the  forfeitures  (if  there  be  such)  of  others.  The  longer  he  has  been 
a  member  the  larger  may  be  his  indeterminate  individual  reserve 
subject  to  forfeiture  in  event  of  his  lapse,  but  also  the  greater  has 
been  the  benefit  which  he  has  derived  from  the  lapses  of  others, 
if  such  lapses  really  produce  any  such  benefit. 

The  President:  This  is  a  very  interesting  topic  and  is  open 
for  informal  discussion.  Mr.  Anderson,  would  you  care  to  say 
something  on  this  subject  ? 

Mr.  Anderson:  ISIr.  President,  fellow-members  of  the  Insti- 
tute: I  shall  say  just  a  word  on  two  points  that  I  believe  are  not 
mentioned  in  Mr.  Coler's  paper,  nor  in  the  formal  discussions  to 
which  we  have  listened. 

I  believe  it  is  of  importance  to  all  of  us  to  know  that  a  number 
of  states  allow  fraternal  societies  to  base  their  rates  and  reserves 
upon  their  own  mortality  experience.  I  believe  there  is  a  danger 
in  that.  In  at  least  one  society  with  which  I  have  kept  in  pretty 
close  touch  the  mortality  has  exceeded  their  own  table  almost  every 
year  since  it  was  compiled. 

When  a  table  of  that  kind  is  used  in  a  practical  way,  and  premi- 
ums and  reserves  are  computed  upon  it  by  an  actuary,  it  goes  out  to 
the  public  as  something  adequate.  Technically  I  know  it  is  legally 
adequate,  but  commercially  it  is  not  adequate.  No  legislature, 
no  insurance  department,  no  court,  can  make  a  thing  adequate 
that  is  not  adequate  commercially.  It  has  to  take  into  account 
the  actual  experience  both  in  mortality  and  interest  if  it  is  to  be 
adequate. 

Then,  having  those  mortality  tables  and  those  premium  rates 
and  reserves  going  out  over  the  signature  of  an  actuary,  when 
experience  shows  that  those  rates  still  have  to  be  readjusted,  it  is 
going  to  bring  suspicion  and  lack  of  confidence  upon  the  actuary. 
That  is  one  point  that  I  just  want  to  call  to  your  attention. 

Another  point  that  I  think  might  be  mentioned  is  this:  In 
conventions  of  various  kinds,  when  adequacy  or  rather  safety  is 
considered,  the  only  thing  that  is  kept  in  mind  is  the  reserve.  That 
is  only  half  the  problem. 

Under  the  N.F.C.  table,  for  example,  you  will  see  that  the 
amount  set  free  for  current  mortality  from  year  to  year  is  so  low 
that  it  becomes  "  thin  sledding."     It  is  like  driving  over  the  ground 
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just  after  the  first  snow  has  come  in  the  fall.  The  runners  cut 
through  to  the  rocks  and  you  are  on  thin  sledding  literally.  If  the 
amount  set  free  for  current  mortality  is  so  low  that  it  takes  all 
of  it  every  year,  leaving  no  surplus  from  mortality  savings,  you 
are  in  danger  of  impairing  the  reserve  all  the  time  and  there  is  ati 
actual  danger. 

I  feel  that  we  will  do  well  to  emphasize  that  fact  whenever 
we  have  an  opportunity,  to  show  that  safety  does  not  depend  on 
the  reserve  that  is  piled  up  but  on  the  amount  set  free  from  year 
to  year  to  take  care  of  current  mortahty. 


CERT.\IX  ACTUARL\L  ASPECTS  OF  WORKMEN'S 
COMPENSATION  INSURANCE 

By  W.  W.  Greene 

Mr.  Vineberg:  Mr.  Greene's  paper  is  a  valuable  contribu- 
tion to  our  Record.  Through  it  the  Institute  gives  recognition  to 
a  rapidly  advancing  department  of  actuarial  work.  The  field  of 
Workmen's  Compensation  Insurance  is  receiving  the  benefit  of 
many  men  trained  in  that  school  which  has  furnished  the  founda- 
tion of  our  present-day  sound  institution  of  life  insurance.  Other 
men,  not  trained  in  the  actuarial  school  we  have  attended,  but 
possessed  of  a  wide  knowledge  of  modern  mathematical  statistical 
methods,  are  also  making  valuable  contributions  to  the  solution  of 
those  difficult  problems  which  beset  such  a  complicated  business 
as  that  treated  by  Mr.  Greene. 

Every  department  of  knowledge  has  its  own  methods,  and  the 
students  and  workers  therein,  when  called  to  another  sphere  of 
usefulness,  naturally  bring  with  them  those  methods  and  at  times 
an  impatience  with  the  methods  used  by  those  who  have  developed 
that  new  sphere  of  work  and  who  in  turn  have  been  developed  by 
it.  It  is  natural,  also,  for  the  worker  in  a  new  department,  con- 
fronted as  he  is  by  a  multitude  of  problems,  to  gain  the  impression 
that  an  older  and  well  worked-out  department  is  simphcity  itself 
as  compared  with  his  new  field. 

Mr.  Greene's  statement  that  the  essence  of  life  insurance  tech- 
nique is  exceedingly  compact  must  have  been  something  of  a 
disappointment  to  those  of  us  who  have  put  in  from  five  to  ten 
years  of  study  in  gaining  the  knowledge  necessary  to  obtain  a  mere 
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membership  in  an  actuarial  body,  a  disappointment  born  of  the 
thought  that  perhaps  we  have  been  wasting  our  time.  A  second 
thought,  however,  restores  the  hope  that  our  time  has  not  been 
spent  in  vain  and  prompts  the  idea  that  the  apparent  simpUcity 
of  present-day  Ufe  insurance  is  due  to  the  wisdom  of  the  pioneers  in 
our  work  who  refused  to  make  their  profession  the  medium  for  the 
exploitation  of  their  individual  theories  or  notions  but  who  solved 
their  many  problems  in  a  manner  conducive  to  the  upbuilding  of  an 
institution  which  could  be  made  intelligible  to  the  mass  of  men 
with  whom  it  would  have  to  deal. 

In  compensation  circles  it  is  stated  that  experience  rating  and 
schedule  rating  cannot  apply  to  life  insurance.  As  these  two 
methods  of  rating  account  for  much  of  the  complexity  in  the  com- 
pensation business,  it  follows,  of  course,  that  life  insurance  is 
exceedingly  simple  and  compact.  As  a  matter  of  fact,  schedule 
rating  is  practiced  to  a  limited  extent  in  the  life  branch.  That  it  is 
not  practiced  more  is  not  due  to  the  natural  simplicity  of  life  insur- 
ance but  to  the  conscious  choice  of  life  executives  to  make  the  base 
of  life  insurance  coverage  as  broad  as  circumstances  will  permit. 
It  is,  further,  easy  to  imagine  the  growth  and  development  of  life 
insurance  along  lines  that  would  require  the  actuary  periodically  to 
re-rate  the  individual  risk  or  classes  of  risks  of  his  company  in 
accordance  with  experience.  Instead  of  using  one  set  of  factors  in 
the  distribution  of  surplus  earnings,  there  might  well  be  a  number 
of  sets,  depending  upon  the  experience  according  to  occupation, 
habitat,  family  history,  etc. 

The  author's  statement  that  in  life  insurance  theory  the  interest 
rate  is  second  in  importance  only  to  the  mortality  rate  because  of 
the  essential  simplicity  of  the  life  insurance  contract  is  hardly 
understandable.  If  the  life  contract  were  complex  rather  than 
essentially  simple,  would  the  interest  rate  be  of  little  or  no  impor- 
tance ?  WTiat  is  the  relation  between  the  importance  of  the  interest 
factor  and  the  degree  of  simplicity  or  complexity  of  the  contract  ? 

Mr.  Greene  brings  to  our  attention  the  social  value  of  compen- 
sation insurance,  stating  that  it  has  its  genesis  in  a  public  need 
while  life  insurance  has  developed  in  response  to  the  needs  of  the 
individual  members  of  society.  Does  the  author  mean  that  it  is 
good  social  policy  and  a  public  need  that  one's  dependents  be 
protected  against  death  or  injury  arising  out  of  one's  employment, 
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but  that  insurance  against  natural  death  or  accidents  due  to 
causes  other  than  industrial  is  not  of  social  value  and  is  not  a 
pubHc  need  ? 

Mr.  Greene's  designation  of  the  policy  reserve  in  life  insurance 
as  a  "premium  reserve"  is  interesting  and  suggestive.  We  have 
been  accustomed  to  thinking  of  the  reserve  as  an  accumulation  to 
mature  the  contract.  Retrospectively  considered,  the  reserve  is 
the  accumulation  of  unearned  premiums,  i.e.,  it  is  an  unearned 
premium  reserve.  From  a  prospective  point  of  view,  the  life 
reserve  is  to  meet  deficiencies  in  future  premiums.  We  thus  see 
the  "reserve"  in  Hfe  insurance  and  the  "unearned  premium 
reserve"  in  the  casualty  and  fire  lines  differ  only  in  detail  and 
not  in  principle. 

To  the  life  actuary  the  use  of  a  "law  differential"  in  obtaining 
compensation  net  premiums  is  a  very  intelligible  and  business- 
like course  to  pursue.  We  have  been  using  the  principle  of  the 
method  for  many  years  in  estimating  the  relation  of  the  mortality 
on  substandard  groups  to  a  standard  table  of  mortality  and  in 
fixing  premium  rates  on  the  basis  of  that  relation. 

Mr.  Morris:  This  paper  places  before  the  Institute  a  sub- 
ject which  has  previously  appeared  in  the  Record  only  in  the 
reports  of  informal  discussions. 

Many  of  the  members  of  the  Institute  are  by  environment  led 
to  a  more  active  interest  in  the  theory  and  practice  of  life  insurance 
than  in  the  advancement  of  insurance  mathematics,  although  the 
broader  topic  is  given  first  mention  in  the  section  of  the  Consti- 
tution which  sets  forth  the  object  of  the  Institute. 

In  a  preliminary  report  to  the  New  York  State  Legislature, 
Hon.  Jesse  S.  Phillips,  superintendent  of  insurance,  states  that  the 
insurance  of  employers  under  the  various  workmen's  compensation 
laws  has  grown  to  such  tremendous  proportions  that  preliminary 
returns  indicate  the  total  writings  for  the  year  igi8  by  carriers 
operating  in  that  state  to  be  over  $105,000,000.  A  business  of 
such  magnitude  commands  our  attention,  and  we  are  indebted  to 
Mr.  Greene  for  his  opportune  contribution. 

In  his  introductory  paragraph  Mr.  Greene  states  that  the  life 
insurance  contract  involves  two  reciprocal  obligations:  "(i) 
upon  the  part  of  the  insured  to  pay  the  company  annually  through- 
out a  specified  term  a  specified  amount;    (2)  upon  the  part  of  the 
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company  to  pay  a  stipulated  sum  to  the  beneficiary  upon  the  death 
of  the  insured  during  the  hfe  of  the  poHcy."  It  seems  to  me  that 
in  this  statement  the  reciprocal  nature  of  these  obligations  is 
somewhat  exaggerated.  The  obligation  of  the  company  to  pay 
under  the  conditions  stated  is  readily  conceded,  but  it  is  painfully 
evident  that  the  obligation  upon  the  part  of  the  insured  to  con- 
tinue payments  for  any  specified  term  is  not  equally  binding. 

In  the  third  paragraph  the  author  asks  the  question:  "Are 
not  the  fundamentals  of  the  newer  business  infinitely  more  com- 
plex?" The  word  "infinitely"  takes  in  so  much  territory  that  I 
feel  safe  in  answering  this  question  in  the  negative,  but  I  find 
myself  entirely  in  accord  with  his  more  moderate  statement 
"that  the  compensation  contract  is  of  the  two  the  more  involved 
in  structure  and  uncertain  in  eventuation";  and  the  comparisons 
between  familiar  life  insurance  terms  and  the  corresponding  fea- 
tures of  the  compensation  contract  are  ingenious  and  illumi- 
nating. 

The  rapid  expansion  of  compensation  insurance,  the  semi- 
public  character  of  the  business,  the  variety  and  complicated 
character  of  the  benefits,  and  the  lack  of  satisfactory  statistical 
information  led  to  serious  problems  which  required  immediate 
solution.  These  problems  attracted  the  attention  of  skilled 
statisticians  and  actuaries,  including  the  author  of  the  paper  now 
under  consideration,  and  a  number  of  papers  dealing  with  their 
solution  appeared  in  the  Proceedings  of  the  Casualty  Actuarial  and 
Statistical  Society  and  in  the  Transactions  of  the  Actuarial  Society 
of  America. 

The  chief  value  of  Mr.  Greene's  present  paper  lies  in  the  simple 
presentation  of  the  elementary  problems  and  formulas  in  a  manner 
which  permits  of  their  appreciation  by  those  unable  to  devote  the 
time  required  for  a  more  extended  study  of  the  subject.  This 
paper  should  also  be  valuable  as  an  introduction  to  the  subject  for 
students. 

The  paper  would  be  more  interesting  to  some  of  us  if  the  for- 
mulas were  accompanied  by  numerical  illustrations.  These,  how- 
ever, are  supplied  in  a  paper  by  Mr.  Ryan,  appearing  in  the  April, 
1917,  number  of  the  Proceedings  of  the  Casualty  Actuarial  Society. 
Mr.  Ryan's  paper  deals  with  the  191 7  rate  revision,  and  includes 
an  interesting  account  of  the  eflforts  made  to  substitute  individual 
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factors  for  each  classification,  in  place  of  the  uniform  law  differ- 
ential. This  paper  is  free  from  mathematical  formulas,  and  is 
an  interesting  companion  paper  for  the  one  by  Mr.  Greene. 

Mr.  Fondiller:  Some  apt  comparisons  are  made  in  this 
paper  between  life  insurance  and  compensation  insurance.  To 
those  who  are  familiar  with  the  former  an  introduction  (which 
is  all  that  this  paper  purports  to  be)  to  the  study  of  the  latter  is 
well  undertaken  by  the  comparative  method. 

It  should  be  noted  in  connection  with  Mr.  Greene's  summary 
of  the  compensation  contract  that,  akin  to  the  standard  life 
insurance  contract  imposed  by  the  legislative  investigations  in 
New  York  and  other  states  upon  life  insurance  companies  in 
igo6,  the  companies  writing  compensation  business  are  required 
to  use  a  standard  compensation  policy  form  in  some  states.  This 
requirement  may  ultimately  give  way  to  the  present  practice  in 
life  insurance  of  merely  requiring  standard  provisions.  It  may, 
nevertheless,  prove  desirable  to  continue  such  a  policy  form  until 
the  business  becomes  well  settled  in  regard  to  various  mooted 
points  of  law.  These  involve  questions  as  to  whether  certain 
employments  are  hazardous,  as  to  coverage  of  employees  per- 
forming hazardous  work  in  employments  commonly  denominated 
as  non-hazardous,  and  the  subject  of  intrastate  as  related  to 
interstate  commerce. 

The  life  contract  is  freer  as  to  benefits;  the  compensation 
contract  benefits  are  limited  to  those  under  a  particular  law. 
The  life  contract  covers  the  simple  contingency  of  the  death  or 
survivorship  of  a  given  life;  the  compensation  contract  covers  a 
complex  contingency,  the  death,  dismemberment,  or  disability  from 
industrial  accident  of  any  or  all  of  a  changing  staff  of  employees. 

In  the  last  paragraph  on  page  37  the  statement  is  made: 
"The  carrier  agrees,  as  respects  injuries  (including  death)  occur- 
ring to  employees  ....  during  the  policy  period."  One 
feature  of  this  business,  in  this  respect  similar  to  the  health  and 
accident  policy,  is  that  if  death  occurs  after  the  expiration  of  the 
policy  period  but  as  the  result  of  an  injury  occurring  during 
the  policy  period,  the  claim  is  compensatable  both  as  a  temporary 
disability  injury  and  as  a  death  claim. 

Under  the  discussion  of  a  mortality  table  Mr.  Greene  points 
out  that  no  accident  frequency  table,  by  age  of  the  exposed,  has 
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been  developed.  Workmen's  compensation  insurance  having 
been  designed  as  a  social  measure,  it  would  be  undesirable  to 
have  this  information,  because  some  self-insurers  would  probably 
discriminate  against  the  men  at  those  ages  which  the  statistics 
showed  were  most  liable  to  accident,  and  such  men  would  find  it 
difficult  to  secure  employment. 

In  life  insurance  it  is  possible  to  place  all  standard  lives  in 
one  class  and,  except  for  the  rating  up  of  impaired  lives,  no  dis- 
tinction is  made,  although  experience  has  shown  that  certain 
classes  of  lives  show  superior  longevity.  The  nature  of  the  com- 
pensation business  does  not  permit  of  such  simple  treatment  (for 
example,  in  dividend  distribution)  and  there  cannot  be  any- 
thing quite  corresponding  to  a  mortality  table  for  rate  determina- 
tion purposes.  The  "Sphinx"  of  the  compensation  business  is 
to  correctly  interpret  past  experience  (loss  ratio  per  hundred 
dollars  of  pay-roll)  in  order  to  determine  adequate  premium  rates 
for  the  future. 

There  is  no  face  amount  to  a  compensation  policy.  In  con- 
nection with  the  statement  that  $200,000  may  be  payable  for  a 
catastrophe,  it  should  be  added  that  the  catastrophe  hazard  in 
compensation  insurance  is  covered  by  reinsurance,  the  original 
carrying  company  usually  being  responsible  for  the  first  $25,000. 
For  the  purposes  of  experience  rating,  a  catastrophe  is  defined 
to  be  a  single  accident  which  involves  at  least  five  death  or  per- 
manent total  disability  cases  and  a  cost  of  over  $12,500.  In  life 
insurance,  reinsurance  denotes  the  division  of  the  risk  between 
the  carrying  company  and  the  reinsuring  company,  so  that  when 
the  carrying  company  becomes  liable  the  reinsuring  company 
invariably  is  liable  for  the  amount  reinsured.  This  same  prin- 
ciple is  illustrated  in  compensation  insurance  in  certain  classi- 
fications, such  as  coal  mines  and  munition  works,  in  which  a 
number  of  the  casualty  companies  have  formed  an  association  to 
insure  the  risk  jointly. 

Mr.  Greene's  use  of  the  term  "premium  reserve"  is  unfor- 
tunate in  that  no  clear  parallel  is  drawn  between  the  fields  of 
insurance  under  discussion.  In  life  insurance  if  the  contract 
remains  in  force  the  contingency  subject  to  insurance  must  happen. 
The  terminal  reserve  (premium  reserve)  is,  in  a  sense,  a  loss 
reserve  for   that   part  of   the   loss  which   future  net   premiums 
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cannot  meet.  The  mean  reserve  (denominated  "net  present 
value"  in  financial  statements)  has  two  elements,  the  anticipated 
loss  reserve  plus  a  reserve  for  the  unearned  portion  of  the  current 
year's  net  premium. 

In  compensation  insurance  the  same  two  reserves  are  held, 
the  terminal  reserve  being  replaced  by  the  loss  reserve,  and  the 
other  portion  of  the  mean  reserve  by  the  unearned  premiums. 
Since  the  loss,  in  a  particular  case,  may  never  happen,  it  is  not 
necessary  to  set  up  a  loss  reserve  until  the  accident  causing  the 
loss  is  known  to  have  occurred.  It  is  at  this  point  that  a  table, 
not  a  mortality  table  but  a  table  of  recovery  rates,  would  be 
useful  in  valuing  outstanding  claims;  compensation  is  always 
paid  in  instalments  until  recovery  or  expiry  of  a  time  limit.  The 
National  Convention  of  Insurance  Commissioners  has  appointed  a 
special  committee  to  prepare  such  a  table. 

The  rate  problem  in  compensation  insurance  is  so  intricate 
that  constant  attention  is  devoted  to  it  by  permanent  committees 
consisting  of  actuaries,  underwriters,  and  safety  engineers.  The 
keen  competition  between  the  various  types  of  insurance  carriers 
makes  it  desirable  to  have  rates  subject  to  review  and  supervision 
in  the  manner  Mr.  Greene  has  fully  described.  While  some  state 
statutes  provide  for  approval  as  to  adequacy  of  rates,  others 
require  approval  also  as  to  reasonableness. 

Supplementing  the  statement  at  the  top  of  page  41,  the  report 
of  the  New  York  superintendent  of  insurance,  just  issued,  com- 
prising results  experienced  during  policy  years  1914  and  191 5 
by  all  companies  doing  business  in  that  state,  establishes  that 
there  were  reported  in  "Schedule  Z,"  in  only  174  classifications, 
75  per  cent  of  the  total  incurred  losses  and  approximately  85  per 
cent  of  the  total  pay-roll  exposed.  This  confirms  Mr.  Greene's 
remark  concerning  the  necessity  of  combining  comparable  hazards 
for  rate-making  purposes.  The  subject  of  law  differentials  is 
fully  treated  in  a  paper  by  Dr.  I.  M.  Rubinow  in  Volume  IV  of  the 
Proceedings  of  the  Casualty  Actuarial  and  Statistical  Society,  and 
the  discussions  in  the  same  volume. 

In  connection  with  the  subject  of  schedule  rating,  it  should 
be  noted  that  only  manufacturing  risks  on  which  the  annual 
estimated  premium  is  not  less  than  S50  and  the  annual  estimated 
pay-roll  is  not  less  than  $5,000  are  subject  to  the  benefits  of  the 
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schedule.  In  like  manner,  in  order  to  qualify  for  experience 
rating,  the  risk  must  have  produced  a  premium  of  not  less  than 
S500  for  a  period  of  twenty-one  months.  It  is  thus  apparent 
that  very  small  risks  are  subject  neither  to  the  one  nor  to  the 
other.  Schedule  and  experience  rating  are  both  in  force  in  a 
great  majority  of  states  which  have  a  workmen's  compensation 
law.  In  order  to  ascertain  the  experience  of  a  risk,  it  is  necessary 
to  statistically  tabulate  losses  of  every  description  occurring 
during  each  policy  year. 

Referring  to  Mr.  Greene's  necessarily  brief  discussion  of  loss 
reserves,  the  legal  basis  for  the  loss  reserves  of  stock  casualty 
companies  presumes  that  premiums  are  on  an  adequate  basis. 
The  statutes  of  many  states  prescribe  for  casualty  companies  60 
per  cent  as  the  estimated  loss  ratio  for  December  31,  191 7; 
62I  per  cent  for  December  31, 1918;  and  65  per  cent  for  every  year 
thereafter.  Mutual  companies  (doing  business  only  in  one  state) 
and  state  insurance  funds,  as  has  been  pointed  out,  generally 
reserve  on  the  "tabular  method,"  which  necessitates  the  adop- 
tion of  certain  standards  of  valuation  for  the  various  classes  of 
claims  received  under  workmen's  compensation.  The  tabular 
method,  to  meet  the  needs  of  a  departmental  examination,  must 
comprise  an  inventory  of  all  claims,  so  as  to  be  easily  susceptible 
of  verification  as  to  completeness.  The  tabular  method  is  difficult 
of  application  to  a  company  operating  in  many  states  under  as 
many  compensation  laws;  in  respect  of  these  stock  companies 
the  loss  ratio  tests  should  prove  satisfactory  if  the  rates  are 
adequate  and  the  underwriting  is  good. 

A  more  apt  comparison  than  ''"loss  reserves  correspond  to  the 
unpaid  losses  in  life  insurance"  is  that  they  correspond  to  the 
reserves  under  life  annuity  contracts,  reserves  for  beneficiaries 
entitled  to  benefits  under  instalment  contracts,  and  reserves 
under  permanent  total  disability  contracts.  In  a  few  of  the 
United  States  and  the  Canadian  provinces  the  standard  adopted 
for  the  valuation  of  death  claims  has  been  the  Survivorship  Annui- 
tants Mortality  Table,  with  3^  per  cent  interest.  The  computa- 
tion of  the  present  (capitalized)  value  of  death  claims  under  the 
New  York  Workmen's  Compensation  Law  is  very  complex,  fre- 
quently requiring  the  calculation  of  joint  life  annuities  covering 
six  or  even  more  lives.     Where  remarriage  enters  as  a  factor,  the 
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standard  adopted  has  been  the  Remarriage  Table  of  the  Dutch 
Royal  Insurance  Institution.  For  permanent  disabilities  the  Sur- 
vivorship Annuitants  Mortality  Table  is  frequently  employed. 
For  temporary  and  indeterminate  disabilities,  tables  have  been 
constructed  from  the  experience  of  some  of  the  companies. 

Considerable  work  remains  to  be  done  by  the  compensation 
actuary  in  testing  the  adequacy  of  the  standards  of  valuation  that 
have  been  adopted.  It  will  be  a  number  of  years  before  there 
will  be  sufficient  experience  in  this  country  to  warrant  an  inves- 
tigation as  to  the  rate  of  mortality  among  lives  rendered  sub- 
standard by  accident,  as  to  the  rate  of  mortality  among  widows, 
children,  and  other  dependents,  or  as  to  the  rate  of  remarriage 
among  widows.  While  the  bulk  of  the  death  claims  of  a  life 
insurance  company  are  paid  in  one  sum,  the  bulk  of  the  death 
claims  of  a  compensation  insurance  company  are  paid  in  weekly  or 
semimonthly  instalments,  covering  in  a  number  of  states  a  period 
for  the  life  (but  terminating  at  remarriage)  of  the  widow  and  up 
to  ages  sixteen  or  eighteen  of  the  children  of  the  deceased 
employee.  Pending  the  results  of  these  investigations,  it  is  hoped 
that  the  standards  adopted  will  prove  adequate  in  the  light  of 
experience. 

The  last  paragraph  of  the  paper  deals  with  the  different  classes 
of  insurance  carriers  in  the  compensation  business,  but  it  should  be 
remarked  at  this  point  that  many  of  the  largest  employers  are 
"self-insurers."  Self-insurance  is  permitted  an  employer  upon 
furnishing  satisfactory  evidence  of  financial  responsibility  to  the 
state  industrial  board  or  commission.  That  this  fear  of  discrim- 
ination (mentioned  above)  against  certain  employees  is  not 
unfounded  has  been  discovered  in  that  some  self-insurers  prefer 
not  to  employ  married  men  in  their  effort  to  reduce  the  cost  of 
compensation  insurance.  In  the  case  of  the  death  of  a  man  who 
is  single  and  without  dependents  the  benefit  may  run  as  low  as 
Sioo  for  funeral  expense,  whereas  for  the  death  of  a  married  man 
the  present  (capitalized)  value  of  the  compensation  or  annuities 
payable  to  his  dependents  may  amount  to  $10,000. 

The  question  of  loading  is  not  mentioned  by  Mr.  Greene. 
This  is  generally  a  percentage  of  the  pure  (net)  premium;  Penn- 
sylvania has  progressed  in  using  a  percentage  plus  a  constant, 
which  is  similar  to  the  composition  of  the  gross  premium  in  life 
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insurance.  Higher  percentages  are  given  those  classifications 
having  low  rates.  It  should  be  recalled  that  manual  (gross) 
premium  rates  for  every  classification  are  fixed  for  each  compen- 
sation state  by  a  conference  board  in  which  all  the  insurance 
carriers  are  represented  and  become  effective  by  approval  of  the 
state  authority.  No  company  is  permitted  to  charge  less  than 
manual  rates,  except  as  modified  by  schedule  rating  and  experi- 
ence rating.  A  few  of  the  mutual  companies  charge  5  per  cent  or 
10  per  cent  above  manual  rates.  Some  of  the  state  funds  charge 
10  or  even  15  per  cent  below  manual  rates,  because  of  their  lower 
acquisition  cost  or  on  account  of  statutory  exemption  from 
approval  of  their  rates  by  the  state  superintendents  of  insurance. 
While  the  actuary  of  a  life  company  is  free  to  fix  the  loading,  the 
actuary  of  a  compensation  company  (excluding  state  funds)  must 
not  use  a  loading  less  than  that  fLxed  by  the  manual  rates.  The 
problem  of  loading  is  somewhat  similar  in  both  lines,  involving, 
as  it  does,  acquisition  expense,  administration  expense,  taxes, 
accumulation  of  a  catastrophe  (surplus)  fund,  and  a  margin  for 
dividends  to  stockholders  or  policyholders. 

The  compensation  actuary  must  also  take  account  of  legal 
decisions;  for  example,  those  increasing  the  coverage  to  include 
industrial  diseases.  In  some  states  employing  the  term  "injury" 
instead  of  ''accident,"  the  former  has  been  construed  by  the 
highest  courts  of  those  states  to  include  not  only  the  industrial 
accident,  but  also  a  disease  arising  out  of  the  industry. 

Mr.  Greene  has  done  well  in  presenting  the  first  paper  on  this 
topic,  which  has  appeared  in  the  Record  for  the  information  of 
the  members  of  the  Institute.  I  hope  that  it  will  be  the  means 
of  interesting  some  of  them  to  make  a  study  of  this  new  field  of 
actuarial  science. 

The  President:  Mr.  Greene's  paper  is  now  before  you  for 
informal  discussion.     Does  any  member  wish  to  add  anything  ? 

]\Ir.  Dawson:  I  haven't  any  discussion  to  offer  particularly 
but  I  thought  perhaps  in  connection  with  the  paper  you  might 
all  be  interested  to  hear  a  few  things  which  it  may  be  desirable  to 
make  a  record  of  concerning  the  early  work  in  this  connection. 

Most  of  you  know  that  the  introduction  both  of  permanent 
benefits  in  case  of  disability  due  to  industrial  accident  and  of 
benefits  throughout  widowhood  and  minority  of  children,  of  course, 
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up  to  age  sixteen  or  eighteen,  was  through  the  New  York  law,  with 
the  framing  of  which  I  had  something  to  do,  and  also  with  the 
arranging  of  its  actuarial  basis,  in  the  first  place  being  employed 
by  the  Governor  as  his  adviser  and  later  by  the  Commission  as  its 
adviser  in  getting  ready  for  this  work. 

A  very  interesting  phase  of  that  problem,  in  view  of  the  fact 
that  capitalized  values  now  are  put  up  for  these  benefits,  was  the 
determination  for  the  Commission  of  the  manner  in  which  it 
would  do  this,  particularly  with  reference  to  the  widows'  and 
orphans'  benefits. 

The  survivorship  annuitants'  table,  deduced  from  the  experi- 
ence of  the  Danish  state  fund  for  life  insurance  annuities,  was  one 
which  had  been  prepared  by  Mr.  Jensen,  formerly  connected  with 
them  and  now  connected  with  them  again,  but  once  in  my  office, 
and  which  had  been  published  in  the  transactions  of  the  Actuarial 
Society  some  years  ago.  I  offered  this  table  for  use  by  them 
because  it  had  been  combined  with  the  American  Experience 
Table  for  Insured  Lives.  A  remarriage  table  was  provided  by 
the  then  head  of  the  State  Insurance  Fund  of  Holland,  deduced 
from  its  experience. 

The  problem  of  uniting  these  two  tables  fell  to  us,  the  desire 
being  to  unite  them  in  the  same  way  that  the  American  Experi- 
ence Table  had  been  united,  so  as  to  enable  joint  life  computation 
to  be  made  by  equal  age  formulas  involving  both  death  and 
remarriage. 

Then  came  the  problem  also  of  working  out  formulas  for  using 
this  combination  in  such  a  manner  as  to  obtain  values.  The 
union  of  the  two  tables  in  such  manner  as  to  utilize  the  equal  age 
formula  was  presented  to  the  Actuarial  Society  and  is  included  in 
its  transactions. 

After  that  was  completed  we  addressed  ourselves  to  the  prob- 
lem of  finding  a  way  in  which  a  large  number  of  children  in  the 
family  could  be  taken  care  of  in  computation.  It  was  simple 
enough  to  deal  with  the  widow  and  one  child  or  even  two  children, 
but  to  provide  tables  for  all  sorts  of  combinations  was  more 
difficult,  and  one  of  the  men  of  my  office  force  was  set  to  work 
at  that. 

The  directions  under  which  he  went  to  work  were  that  in  all 
probabiUty  the  best  form  would  turn  out  to  be  the  computation 
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of  actual  values  at  certain  intervals  and  utilize  interpolation  to 
obtain  the  other  values.  He  came  to  the  conclusion,  after  a  very 
considerable  amount  of  investigation,  that  another  method,  which 
is  contained  in  tables  that  have  since  been  published,  would  be 
preferable.  Accordingly,  that  method  was  adopted  by  him,  and 
a  book  was  brought  out  by  him  later,  giving  the  results,  which 
has  been  quite  widely  used. 

The  suggestion  that  the  survivorship  annuitants'  table  also 
be  used  for  the  permanently  disabled  was  made  for  two  reasons. 
One  was  in  order  to  avoid  introduction  of  a  multiplicity  of  tables; 
and  the  other  was  that  the  experience  in  countries  in  Europe,  and 
especially  the  Northern  European  countries,  the  Scandinavian 
countries  in  particular,  in  regard  to  the  totally  and  permanently 
disabled  by  accident,  was  that  the  mortality  was  lower  than  the 
population  mortality  of  those  countries,  which,  of  course,  you  all 
know  is  the  lowest  population  mortality  in  the  world.  In  view 
of  that  fact  it  appears  as  if  the  survivorship  annuitants'  table 
would  not  be  found  to  be  an  unfairly  stringent  method  of  valuing 
those  benefits. 

Mr.  Greene:  I  am  much  indebted  to  the  several  gentlemen 
who  have  discussed  my  paper  for  their  interesting  and  helpful 
criticisms. 

I  did  not  attempt  a  thorough  discussion  of  compensation 
insurance  from  a  technical  standpoint.  My  purpose  was  to  out- 
line the  general  contour  of  the  "high  spots"  and  draw  some  com- 
parisons which  possibly  would  assist  life  actuaries  to  "break  into" 
the  subject.  Presumably  the  members  of  the  Institute  who  intend 
a  thorough  mastery  of  compensation  insurance  will  consult,  among 
other  sources,  the  Proceedings  of  the  Casualty  Actuarial  and  Statis- 
tical Society  oj  America. 

Life  insurance  and  compensation  insurance  are  so  different 
that  one  must  stretch  things  a  bit  in  order  to  draw  very  many 
analogies,  a  fact  which  does  not  to  my  mind  lessen  the  helpfulness 
of  such< analogies. 

The  comparison  which  I  attempted  between  the  "premium 
reserve"  or  "policy  reserve"  of  life  insurance  and  the  "unearned 
premium"  of  compensation  insurance  is  not  perfect,  being  based 
upon  the  general  relation  of  the  reserve  to  the  contract  rather  than 
upon  the  method  employed  in  computing  the  reserve. 
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Both  in  life  insurance  and  in  compensation  insurance  it  is 
necessary  to  hold  as  a  reserve  that  portion  of  the  premiums  already 
collected  which  pertains  to  the  unexpired  portion  of  the  risk. 

In  the  compensation  business  the  premium  rate  is  intended  to 
correspond  to  the  risk  for  the  year  for  which  the  premium  is 
collected.  In  life  insurance,  during  the  earlier  years  of  the  con- 
tract, the  rate  of  premium  is  greater  than  the  current  risk  would 
warrant.  In  a  certain  sense,  part  of  the  premium  yearly  collected 
by  the  life  insurance  company  is,  at  this  stage  of  the  policy,  a 
"premium  paid  in  advance,"  and,  speaking  broadly,  it  is  this 
"premium  paid  in  advance"  which  constitutes  the  policy  reserve 
(which  in  the  case  of  the  "mean  reserve"  includes  the  unearned 
portion  of  the  premium  for  the  current  year). 

"Unearned  premium"  and  "premium  paid  in  advance"  both 
pertain  to  the  unexpired  portion  of  the  risk  and  consequently 
stand  in  about  the  same  relation  to  the  contract. 

If  a  casualty  company  was  able  to  forecast  that  the  accident 
rate  would  increase  throughout  a  considerable  period  of  years 
and  issued  long-term  policies  at  a  level  rate,  its  method  of  com- 
puting its  reserve  for  the  unexpired  portion  of  the  contract  would 
necessarily  correspond  quite  closely  to  the  method  employed  in 
computing  the  policy  reserve  of  life  insurance. 

I  am  glad  of  the  opportunity  to  assure  the  members  of  the 
Institute  that  I  meant  no  invidious  comparison  between  the 
respective  demands  of  the  technique  of  life  insurance  and  of  com- 
pensation insurance.  .  However,  it  can  hardly  be  gainsaid  that 
the  pioneer  stages  of  compensation  insurance  science  are  more 
fraught  with  growth  pains  than  will  be  its  later  stages,  and  in  this 
regard  the  history  of  compensation  insurance  is  but  a  repetition 
of  that  of  life  insurance.  In  the  opening  paragraphs  of  my  paper 
I  admitted  "that  the  present  practice  of  compensation  insurance 
is  vastly  cruder  than  that  of  Ufe  insurance"  and  asked  this 
question,  "Are  not  the  fundamentals  of  the  newer  business 
infinitely  more  complex?"  The  word  "infinitely"  might  better 
have  been  left  out. 

The  uncertainties  surrounding  the  compensation  business  will 
probably  always  operate  against  the  achievement  of  as  great  a 
degree  of  refinement  in  method  as  has  for  some  time  been  the  rule 
in  Ufe  insurance. 
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Answering  Mr.  Vineberg,  the  interest  rate  is  given  but  little 
attention  in  compensation  insurance  because  the  premium  rate 
is  a  function  of  several  quantities  (rate  of  wages,  accident  rate, 
scale  of  benefits,  degree  of  dependency),  most  of  which  are  subject 
to  fluctuations  so  great  as  to  make  consideration  of  the  influ- 
ence of  interest  a  refinement  unjustifiable  at  least  in  the  present 
development  of  the  business. 

I  would  be  the  last  to  say  that  life  insurance  does  not  serve 
an  important  social  purpose.  A  comparison  of  the  present  volume 
of  life  insurance  premiums  with  that  of  compensation  premiums 
is  prima  facie  evidence  that  the  total  social  value  of  life  insurance 
is  many  times  as  great  as  that  of  compensation  insurance.  The 
fact  just  cited  does  not,  however,  contravene  the  statement  that 
"compensation  insurance  has  its  genesis  in  a  public  need.  Life 
insurance  has  developed  in  response  to  the  needs  of  the  individual 
members  of  society."  Both  branches  administer  to  social  needs, 
but  the  initial  demand  was  in  one  case  expressed  by  organized 
society,  i.e.,  the  state,  and  in  the  other  by  individuals. 

Referring  to  the  discussion  of  rate-making,  it  may  be  of  interest 
to  note  that  since  the  writing  of  my  paper  the  state  of  Pennsylvania 
has  revised  compensation  rates,  employing  a  factor  to  reflect  the 
influence  of  the  increase  in  the  scale  of  wages  upon  pure  premium 
cost.  Pennsylvania  was  taken  as  the  "basic"  state,  combination 
of  experience  was  made  in  several  subdivisions  by  nature  of  benefit, 
and  more  consideration  was  given  to  group  experience  than  in 
previous  revisions.  A  very  complete  record  of  the  revision  is 
contained  in  a  paper  by  Messrs.  E.  H.  Downey  and  G.  C.  Kelly 
about  to  appear  in  the  Proceedings  of  the  Casualty  Actuarial  and 
Statistical  Society. 

The  "tabular  method"  of  valuing  losses  referred  to  on  page  44 
has  been  gaining  ground  in  that  the  rules  for  reporting  compensa- 
tion loss  experience  as  laid  down  by  several  important  states  have 
recentlv  been  changed  to  require  valuation  of  indeterminate 
disabilities  by  reference  to  a  table  instead  of  upon  basis  of  indi- 
vidual judgment  as  to  probable  cost.  Similar  changes  are  being 
made  in  the  requirements  for  valuation  of  losses  under  the  experi- 
ence rating  plan  in  several  states,  all  of  which  points  to  an  early 
substitution  of  the  tabular  method  for  the  present  statutory  loss 
reserve  requirements. 
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In  conclusion,  it  may  not  be  untimely  to  refer  to  the  bearing 
which  insurance  regulation  has  upon  our  present  national  dif- 
ficulties in  connection  with  public  utility  corporations,  more 
particularly  the  interstate  railroads.  Regulation  of  insurance 
companies  in  the  United  States  has  in  general  been  marked  by 
common  sense,  constructive  purpose,  and  consequent  success. 
Could  not  the  principles  developed  in  the  laboratory  of  insurance 
regulation  be  employed  with  great  profit  in  the  regulation  of  our 
larger  public  utilities  ? 


NOTE  ON  LIABILITY  TO  DEATH  FROM  ACCIDENT 
By  H.  W.  Buttolph 

Mr.  Phelps:  The  paper  presented  by  Mr.  Buttolph  was  of 
great  interest  to  me  because  previous  to  its  presentation  I  had  made 
a  similar  investigation  but  obtained  somewhat  different  results. 
In  my  investigation  the  number  of  deaths  from  accident,  homi- 
cide, and  suicide  in  the  different  age  groups  were  taken  from  the 
Mortality  Statistics  of  the  Bureau  of  Census,  the  same  as  employed 
by  Mr.  Buttolph,  but  a  different  method  was  used  for  obtaining 
the  number  exposed  to  risk.  The  objection  that  the  author 
made  to  his  method,  namely  that  it  is  "rather  crude,"  can  be 
applied  to  my  own,  but  I  believe  that  the  method  used  in  this 
discussion  will  give  a  closer  approximation  to  the  actual  number 
exposed  to  risk  in  the  different  age  groups  than  was  obtained  b}- 
the  method  given  in  the  paper. 

I  first  compared  the  age  distribution  of  the  total  population  of 
the  United  States  for  both  males  and  females  as  given  by  the  census 
for  1910  and  1900. 

The  maximum  variation  is  2.3  per  cent  in  age  group  0-14, 
the  other  groups  showing  a  variation  of  less  than  i  per  cent. 
Therefore  it  was  believed  that  the  percentage  as  given  by  the  19 10 
census  could  be  applied  to  the  population  of  the  registration  area 
for  1911-15  without  producing  a  material  distortion  of  the  mortal- 
ity curve.  The  population  of  the  registration  area  each  year  was 
accordingly  divided  into  males  and  females  in  the  same  ratio  as 
this  total  population  in  1910,  and  the  resulting  number  multiplied 
by  the  percentages  for  1910  shown  in  Table  A. 
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A  comparison  of  the  percentage  of  the  population  of  the  regis- 
tration area  in  the  dififerent  age  groups  as  obtained  by  Mr.  Buttolph 

TABLE  A 

Percentage  of  Popul.\tion  by  Age  Groups 


Age  Group 

Males 

Females 

igio 

1900 

1910 

1900 

0-14 

15-19 

20-29 

30-39 

40-49 

50-59 

60-64 

6';-6o 

31-4932 

9-5649 

18.6440 

14-8393 
10.9129 
7.6025 
2.5056 
1.8254 
2.3704 
.2418 

33-7847 
9.6020 

17-7887 
14.1277 
10.4809 

6-9379 
2.3481 
I . 7094 
2.2728 
.9478 

32.6896 

10.1620 

I 8 . 8449 

14. 2126 

10. 2274 

6.9205 

2.4220 

1.8269 

2.5718 

.1223 

34-7140 
10. 2181 
18.5703 
13.4320 

9.6875 
6.5624 
23472 
1-7057 
2.3892 

-3736 

Over  69 

Unknown 

Total 

100. 0                     100. 0 

100. 0 

100. 0 

and  the  percentage  of  the  total  population  in  the  same  age  groups 
as  shown  by  the  19 10  Census  is  given  in  Table  B. 

TABLE  B 

PERCENT.A.GE  OF  POPULATION  BY  AGE  GrOUPS 


Age  Group 

Males  1910 

Females  1910 

Buttolph 

Census 

Buttolph 

Census 

0-14 

15-19 

20-29 

30-39 

40-49 

50-59 

24.89 

7.98 

15-38 

14-34 

12.92 

10.97 

4-45 

3.58 

5-49 

31 

9 

18 

14 
10 

7 
2 
I 
2 

49 
57 
64 

84 
91 
60 

51 
83 
37 

2A 

23 

7 

14 

14 

12 

II 

4 

3 

6 

98 
72 
92 
03 
89 
29 
74 
93 
50 

32.69 

10.  16 

18.85 

14.  21 

10.23 

6.92 

2.42 

1.83 

2.57 

60-64 

65-69 

Over  69 

Unknown , . 

~^ 



Total 

100. 0 

100. 0 

100. 0 

100.  0 

This  tabulation  indicates  that  too  many  lives  have  been 
assigned  by  the  author  to  the  higher  ages  and  too  few  to  the  lower 
ages.     While  he  states  that  one  should  not  rely  upon  the  results 
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TABLE  C 
Total  Exposures  to  Risk — Registration  Area,  1911-15 


Age  Group 

Males 

Females 

0-14 

15-19 

20-29 

30-39 

40-49 

50-59 

60-64 

65-69 

Over  69 

Unknown 

51,269,048 

15,571,086 

30,351,318 

24,157,494 

17,765,549 

12,376,416 

4,078,967 

2,971,642 

3,858,870 

393,635 

50,189,717 
15,602,146 

28,933,367 

21,821,202 

15,702,557 

10,625,335 

3,718,598 

2,804,916 

3,948,593 

187,773 

Total 

20-59 

162,794,025 
84,650,777 

153,534,204 
77,082,461 

TABLE  D 

Total  Deaths  in  Registration  Area,  1911-15 


Age  Group 

Accidental 

HoMicroE 

Suicide 

Males 

0-14. 

34,646 

12,698 

36,709 

33,275 

28,348 

21,323 

7,940 

6,306 

13,821 

1,373 

799 
946 

5,904 
4,892 

2,737 

1,327 

308 

213 
176 
197 

79 

825 

6,716 

8,127 

15-19 

20-29 

?0-^9 

40—40 

8,337 
7,810 

50-50 

60—64 

2,858 
2,008 

65-60 

Over  69 

Unknown 

2,558 
174 

Total 

196,439 
119,655 

17,499 
14,860 

39,492 
30,990 

20-59 

Females 

0-14 

20,020 
2,332 
4,823 
3,931 
3,915 
4,152 
2,368 
2,767 

16,226 
no 

627 
470 

1.483 
1,010 

473 
205 

44 
31 
69 
34 

74 

15—10 

1,073 

20—20 

3,190 
2,620 

•^o-^o 

40-40 

2,064 

';o-5Q 

1,563 

60-64 

490 

65-69 

375 

Over  69 

Unknown 

457 
17 

Total 

20-59 

60,644 
16,821 

4,446 
3,171 

11,923 
9,437 
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shown  for  the  more  advanced  ages,  the  same  criticism  would  seem 
to  apply  to  the  lower  ages. 

Table  C  shows  the  number  exposed  to  risk  as  obtained  by  the 
method  described  herein. 


TABLE  E 
Death-Rate  per  Thousand 


Age  Group 

Accidental 

Homicide 

Suicide 

Males 

0-14 

.6758 

■8155 
I . 2095 

1-3774 
1-5957 
1.7229 
I . 9466 
2. 1221 
35816 

.0156 
.0608 

•1945 
.2025 

-1541 
.1072 

■0755 
.0717 
.0456 

.001  5 

ic— 10 

•0530 
.2213 

•3364 
•4693 
.6310 
.7007 

•6757 
.6629 

20-20 

-lO-^O 

40—40 

50-50 

60—64 

6  5-6q 

Over  69 

Unknown 

Total 

20-59 

I . 2067 
I-4135 

■1075 
-1755 

2.426 
3.661 

Females 

0-14 

-3989 
•1495 
.1667 
.1801 

■2493 
.3908 
.6368 
.9865 
4-1093 

.0125 
-0301 

•0513 
-0463 
-0301 
.0192 
.0118 
.0111 
-0175 

.0015 
.0688 

15—19 

20—20 

.1103 
.  I20I 

•^O- '?Q 

40—40 

•I314 
.1471 
.1318 
■1337 

"57 

50-59 

60-69 

65-60 

Over  69 

Unknown 

Total 

20-59 

•3950 
.2182 

.0290 
.0411 

•  0777 
.  1224 

The  number  of  deaths  for  the  corresponding  period  are  shown 
in  Table  D. 

The  difference  in  the  number  of  deaths  in  Table  D  from  those 
given  in  the  paper  is  due  to  the  different  method  used  in  treating 
deaths  at  unknown  ages. 

The  corresponding  death-rates  are  shown  in  Table  E. 
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Since  the  table  of  male  accidental  death-rate  is  of  most  impor- 
tance and  interest  I  have  plotted  a  curve  showing  the  rate  obtained 
by  Mr.  Buttolph  and  myself  and  for  comparison  the  rates  of  the 
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Metropolitan  in  their  published  experience  on  white  males  in  their 
industrial  department  for  the  years  1911-14. 

Mr.  Webb:  Since  writing  this  discussion  on  Mr.  Buttolph's 
paper  and  listening  to  Mr.  Phelps's  remarks,  it  has  occurred  to 
me  that  it  might  be  interesting  for  me  to  make  some  mention 
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that  I  have  not  made  in  the  paper,  to  rates  that  I  compiled  nine 
years  ago  along  these  lines. 

The  company  was  bringing  out  a  couple  of  policy  forms  on 
the  life  and  twenty-payment  life,  combining  the  double  indemnity 
clause  with  the  regular  policy,  and  my  object  was  to  obtain  the. 
combined  rates,  and,  of  course,  having  done  that,  subtraction  of 
the  ordinary  net  rate  gave  the  extra  premium. 

I  wanted  to  mention  the  method  I  adopted.  I  took  the  then 
available  census,  which  was  probably  the  previous  census  to  the 
one  Mr.  Buttolph  has  used.  It  would  be  the  one  ending  in  1910. 
I  combined  the  results  from  that  census,  from  which  I  excluded 
all  the  states  in  which  the  company  I  was  with  and  am  still  with 
was  not  likely  to  operate.  I  also  excluded  colored  people.  I 
excluded  all  the  occupations  that  probably  would  never  be  taken  in 
and  given  that  kind  of  a  policy. 

The  result  was  that  the  extras  for  the  payment  of  the  double 
indemnity  benefit  of  the  policy  on  accidental  death  ran,  in  the 
earlier  ages  from  about  age  twenty,  from  80  cents  up  to  $1.43 
at  age  forty- three  or  forty-four,  and  after  that  the  rates  went 
down  again,  following  very  much  the  line  in  Mr.  Phelps's  chart, 
which  I  beheve  is  Mr.  Buttolph's  line. 

Although  we  are  still  using  those  policies  and  those  rates,  we 
have  had  occasion  to  modify  the  extra  charges,  not  because  I  have 
made  any  other  investigations,  but  for  purely  competitive  reasons. 
But  I  think  it  is  rather  interesting  to  note  that  those  figures 
brought  out  by  me  back  in  19 10  are  practically  the  same  in  their 
general  bearing  as  the  figures  brought  out  by  Mr.  Buttolph. 

At  the  same  time  I  think  that  every  investigation,  such  as 
those  of  Mr.  Buttolph  and  of  Mr.  Phelps,  is  of  very  great  use  to  all 
of  us  and  especially  should  be  cultivated  and  fostered  by  the 
Institute.  The  net  result  from  my  own  point  of  view  is  that  the 
rates  should  never  run  certainly  below  the  net  rates  that  it  has 
cost  my  company,  73  cents,  and  of  course  as  to  what  the  correspond- 
ing gross  should  be  is  a  matter  for  each  company  to  determine. 
But  the  main  point  I  would  like  to  insist  upon  is  that  there  certainly 
should  be  no  reduction  in  the  present  extra  rate  charged  for  the 
double  indemnity  clause  attached  to  policies. 

This  note  contains  three  rates  which  constitute  in  my  opinion 
the  important  matter  of  his  observations.     These  are  the  general 
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death-rate    per    thousand    from    accident,    from  three   separate 
sources. 

Mr.  Buttolph's  careful  work  with  the  census  figures  for  the 
years  1911  to  1915  brings  out  the  rate  .9210.  His  company's 
experience  over  the  same  period  shows  a  rate  .8847.  The  Travelers 
Insurance  Company  pubHshed  a  result  of  1,364  deaths  out  of 
1,412,313  exposures,  being  a  rate  of  .9658  per  thousand. 

The  fact  that  these  rates  give  an  average  of  .9238  per  thousand, 
which  is  in  close  agreement  with  Mr.  Buttolph's  figures  from  the 
census  report,  indicates  that  company  experience  has  closely 
followed  the  accident  experience  of  the  population  at  large. 

As  a  further  contribution  to  this  subject  I  have  very  carefully 
extracted  the  facts  of  the  experience  of  the  company  with  which 
I  am;    this  experience  covers  the  years  1909  to  the  present  time. 

In  the  two  tables  I  have  compiled  from  the  material  the  facts 
are  given  for  each  year.  On  account  of  the  great  variations  in 
the  first  four  years,  however,  these  have  been  omitted  from  the 
totals. 

For  the  six  years  1913  to  1918,  the  deaths  per  thousand  are 
.  7300  and  the  rate  of  claim  by  amounts  at  risk  is  the  same.  Over 
the  five  years  191 1  to  191 5  the  rate  per  thousand  by  numbers 
exposed  is  .  7300  while  by  amounts  it  is  ,  7800. 

In  connection  with  the  figures  of  these  tables  there  have  been 
other  influences  at  work  than  in  the  case  of  the  census  returns. 
These  influences  have  been:  (i)  varying  methods  of  selection  from 
year  to  year;  (2)  the  preponderance  of  this  class  of  business 
in  certain  states;  (3)  the  exclusion  of  much  of  the  business  from 
certain  other  states  for  agency  and  department  reasons. 

The  result  of  my  experience  with  this  class  of  business  leads  me 
to  believe  that  there  should  be  no  lowering  of  the  rates  for  this 
business,  and  that  besides  the  three  influences  mentioned  above 
there  must  be  considered  also:  (i)  the  extent  of  the  clause; 
(2)  the  classes  of  persons  admitted;  (3)  the  age  limits;  (4)  the 
duration  of  the  indemnity;   (5)  the  time  of  death  after  accident. 

Mr.  Craig:  Since  publishing  that  experience  a  new  experi- 
ence has  been  pubUshed,  covering  the  years  1911  to  1916.  This 
is  pubhshed  in  the  recent  number  of  the  Proceedings  of  the  Casualty 
Actuarial  and  Statistical  Society,  and  as  this  has  only  been  out 
for  a  week  or  two  I  brought  a  copy  with  me. 
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This  experience  covers  50,000  deaths  from  external  causes. 
I  suppose  the  Metropolitan  averages  ten  policies  for  every  seven 
people.  So  you  see  that  50,000  deaths  represent  over  70,000 
policies.  Of  those  50,000  deaths  39,000  were  from  accident, 
6,000  from  suicides,  3,000  from  homicides,  and  1,100  war  claims. 

TABLE  A 


Year 

Number  Exposed 

Number  of 
Deaths 

Percentage  of  Deaths 
to  Number  Exposed 

Deaths  per 
Thousand 

1909 

1910 

lOII 

210 

2,079 

3,967 

7,052 

10,190 

12,872 

2 
0 
2 
0 

9 

I? 

.0095238 

952 

.0005042                      50 

1912 

IQI? 

.000883           '         88 
.001010                    lOI 

IOI4 

IQI  ; 

16,337                        ^^ 

. 000796                   80 
.000566           '         57 
•000728           j         73 
.000584                   58 

IQ16 

17,671 
20,603 
23,960 

10 

IS 
14 

I0I7 

I9I8 

Total  ^ 


101,633 


74 


.00072811 


73 


*This  total  only  includes  years  igi3  to  1918  inclusive. 


TABLE  B 


.Average  -Amount 
Year                 !    Insurance  in  Force    j      Claims 
j          during  Year          [ 

Percentage  of  Deaths  ,     Rate  of 
to  .Amount  of            Claims  per 
Insurance                Thousand 

lOOQ 

342,000               ?.ooo 

.01462                      14.62 

IQIO 

3,493,889 

6,513,839 

10,880,839 

15,186,339 

20,855,000 
27,304,000 

I9II 

I912 

2,000 

•000307                        .31 

I913 

I9I4 

IOI5 

11,000 

25,500 

2/1.  ;00 

.000724 
.001223 
.000897 
.000467 

•72 

1.22 

.90 

■47 

IOI6 

28,885,000           13,500 
34,297,800          22,000 
41,177,300          26,500 

1017 

IO18 

. 000644                         ■ 64 

Total* 

167,705,439 

123,000 

.0007334288               .73 

*This  total  only  includes  1913  to  1918  inclusive. 

That  experience  shows  some  things  very  similar  to  the  facts 
brought  out  by  Mr.  Buttolph,  and  some  differences.  Mr.  But- 
tolph's  five-year  total  rate  for  accident  to  males  is  i .  23  as  com- 
pared to  1 .  15  for  the  Metropolitan  white  males.  The  MetropoUtan 
runs  just  a  little  lower  in  all  classes,  white  males  and  white  females, 
for  accidents,  homicides,  and  suicides. 
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Under  the  white  males  the  accident  rate  as  given  in  his  paper 
is  1.23  against  1.15  by  the  Metropohtan;  homicides,  1.09  as 
against  .054;   suicides,  .247  as  against  .201. 

For  white  females  the  accident  rate  in  his  paper  is  .  38  as  against 
the  Metropolitan  white  female  .36;  homicides  .028  as  against 
the  Metropolitan  .019,  and  suicides,  females,  .078  as  against  .068. 

There  is  another  point  of  similarity  between  the  two  experi- 
ences. Apparently  there  is  not  much  increase  in  the  accident 
male  rate  as  given  in  that  paper  year  by  year.  The  figures  run 
1 .  28,  1.25,  1 .  30,  1 .  18,  1 .  14,  1 .  23,  and  the  same  general  effect  is 
shown  in  the  Metropohtan's  later  experience. 

There  is  one  great  material  difference,  however,  between  the 
two  figures,  and  that  is  in  the  death-rate  by  ages.  That  was  pointed 
out  by  Mr.  Phelps  and  is  corroborated  in  the  later  experience.  You 
will  see  the  latest  Metropolitan  white  male  curve  is  apparently  as 
steep  as  the  one  made  three  years  ago.  The  rates  for  five  age 
periods,  commencing  with  ages  ten  to  fourteen  are  .65,  .85,  .99, 
and  then  going  up  by  ten  age  periods,  i .  14,  i .  54,  i  •  95,  2 .  46,  3 .  46, 
4. 82,  the  last  rate  being  for  seventy-five  and  over,  a  very  material 
increase. 

The  colored  rates  in  both  male  and  female  are  slightly  in 
excess  of  the  whites  and  being  i .  21  against  i .  15  for  a  total.  The 
female  rate  is  .36  as  against  .38,  the  white  female  .36  and 
the  colored  female  .  38.  There  is  apparently  no  general  increase 
as  the  age  advances  in  the  females  until  you  reach  the  older 
ages. 

This  paper  gives  the  cause  of  death  quite  extensively.  Out 
of  39,000  deaths  from  accident  they  are  classified  according  to 
cause  of  accident.  It  is  interesting  to  note  that  in  both  white 
male  and  colored  male  the  greatest  rate  is  from  drowning,  while 
for  females  it  is  from  burns,  although  for  the  white  females  trauma- 
tism by  fall  is  a  close  second. 

These  rates  for  each  of  several  causes  of  death  are  tal^ulated 
here  by  ages. 

The  general  experience  throughout  otherwise  seems  to  har- 
monize with  this.  Apparently  the  suicide  rate  for  males,  in  the 
Metropolitan  experience,  while  it  shows  an  increase  by  age, 
shows  a  decrease,  a  slight  decrease,  by  years;  and  the  homicides 
seem  to  run  relatively  small. 
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I  have  this  copy  here.  If  anybody  cares  for  any  further  details, 
I  will  be  glad  to  give  it  to  them,  or,  of  course,  you  can  get  the 
Proceedings  almost  any  time. 

Mr.  Bowerman:  I  think  the  representatives  of  the  com- 
panies which  are  contemplating  adding  double  indemnity  pro- 
visions to  their  contracts  would  be  much  interested  in  an  article 
by  Mr.  Hutcheson,  the  actuary  of  the  Mutual  Life  of  New  York, 
on  ''Double  Indemnity  Clauses  in  Life  Insurance  Contracts," 
which  will  be  found  in  TASA,  XIX,  79. 

He  used  the  data  regarding  the  issues  of  the  years  1907  to 
1914,  both  inclusive,  and  the  deaths  among  such  issues  which  took 
place  up  to  the  anniversaries  in  the  year  191 5. 

"The  deaths  which  occurred  from  the  'passenger'  risk  and 
from  the  'general'  accident  risk  were  taken  out  separately."  The 
cost  for  the  "passenger"  death-rate  was  six  cents  per  $1,000 
insured  and  for  the  "general"  accident  death-rate  it  was  sixty- 
seven  cents  per  $1,000  insured. 

The  company  decided  that  the  double  indemnity  benefit  should 
be  granted  only  to  the  most  selected  class  of  risks  and  to  charge 
ten  cents  per  $1,000  insured  for  the  "passenger"  double  indemnity 
benefit  and  $1  per  $1,000  insured  for  the  general  accident  double 
indemnity  benefit. 

Mr.  Dawson:  I  have  a  little  suggestion  predicated  upon 
what  was  said  by  the  last  speaker. 

That  suggestion  is  that  I  think  the  companies  would  do  well 
to  consider  pretty  carefully  whether  they  shall  adopt  the  double 
indemnity  feature  as  a  special  talking-point  feature  in  the  imme- 
diate future  instead  of  some  others. 

There  have  always  been,  in  life  insurance,  talking-point 
features  that  were  of  real  value  and  other  talking-point  features 
that  were  more  or  less  of  meretricious  value.  If  I  wished  to  be 
witty  I  might  say  meritorious  as  against  meretricious.  I  think 
this  comes  pretty  close  to  falling  in  the  second  of  those  two  classes. 

I  think  it  is  also  desirable  for  you  to  consider  whether  the 
present  encouragement  of  taking  adequate  life  insurance,  which 
has  also  been  so  successful  and  growingly  successful  for  the  last 
ten  years,  ought  not  to  be  continued  and  further  emphasized, 
instead  of  something  which  has  a  certain  tendency  to  discourage 
a  man  from  taking  adequate  life  insurance  by  making  him  think, 
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"Oh,  well,  I  am  not  likely  to  die  except  by  accident  anyhow.  I 
am  in  good  health,  and  I  have  prepared  adequately  for  the  future 
of  my  family  by  having  a  policy  with  a  double  or  triple  indemnit}'- 
feature." 

There  has  lately  been  before  you,  as  most  of  you  will  realize, 
a  very  serious  consideration  as  to  whether  you  ought  not  to  intro- 
duce into  your  policies  anyway  the  total  or  permanent  disability 
or  even  temporary  disability  features.  Those  fall,  according  to 
my  best  judgment,  strictly  within  the  class  of  meritorious  talking- 
points  in  your  policies.     That  is  true  for  several  reasons. 

In  the  first  place,  the  reason,  as  I  once  said  to  a  very  bright  man, 
is  that  "disabilities  are  of  the  character  of  partial  loss  in  life  insur- 
ance." You  insure  the  financial  value  of  a  man's  life.  That  value 
can  be  wholly  lost  by  his  total  and  permanent  disability,  and  in 
fact  it  may  be  a  much  more  serious  loss  than  his  death,  from  a 
financial  standpoint,  and  his  temporary  disability  is  a  subtraction 
from  the  financial  value  of  his  life  which  ought  to  be  covered  by 
life  insurance  companies  in  their  policies,  in  my  judgment,  precisely 
as  a  partial  loss  by  fire  is  covered  in  a  fire  insurance  policy. 

There  are  additional  reasons  why  you  ought  to  take  it  up.  One 
is  that  business  is  being  conducted  in  this  country  in  a  shame- 
fully and  even  scandalously  expensive  way,  through  an  agency 
system  which  is  absorbing  from  35  to  as  high  as  45  per  cent  of  the 
entire  premiums.  Life  insurance  companies  which  really  ought 
to  be  conducting  that  business  can  conduct  it  at  an  enormously 
lower    expense. 

It  is  also  being  conducted,  because  of  the  fact  that  sickness 
insurance  has  been  added  to  accident  insurance,  under  a  system 
which  was  introduced  in  accident  insurance  and  which  had  a 
certain  amount  of  justification  there,  of  a  cancelable  policy,  the 
effect  of  which  is,  as  connected  with  sickness  insurance,  that  just 
at  the  time  the  man  needs  the  insurance  he  hasn't  it.  That  is 
precisely  the  same  situation  which  would  arise  if,  in  connection 
with  a  hfe  insurance  policy,  as  soon  as  you  learned  that  the  man 
was  in  bad  health  you  could  cancel. 

Again,  by  reason  of  there  being  no  medical  examination  and 
by  reason  of  the  premium  being  relatively  low,  there  is  a  very 
large  element  of  moral  hazard.  That  element  is  scarcely  traceable 
at  all  when  temporary  disability  insurance  is  combined  with  life 
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insurance.  You  can  see  how  that  could  be  true  by  reason  of  the 
large  premium  payable  in  consequence  of  which  the  man  could 
not  well  load  himself  up  with  an  extravagant  amount  of  that 
protection;  but  it  is  not  only  on  account  of  that  large  premium, 
but  also  on  account  of  your  medical  examination  and  your  inspec- 
tions. 

Aside  from  theory,  I  have  had  opportunities  to  absorb  the 
facts  surrounding  it,  and  you  can  take  it  from  me  that  it  proves 
to  be  a  fact  in  actual  experience  that  the  moral  hazard  pretty  well 
entirely  disappears  when  that  form  of  insurance  is  connected  with 
life  insurance  in  combined  policies. 

I  thoroughly  believe  that  this  is  certainly  on  the  road  toward 
making  life  insurance  a  more  complete  and  thoroughly  appealing 
proposition  to  a  man  who  wishes  adequately  to  protect  his  family, 
and  it  is  because  in  the  last  fifteen  years  life  insurance  has  become 
more  and  more  that  kind  of  a  thing  that  you  are  finding  it  possible 
to  sell  more  of  it  and  at  a  lower  rate  of  expense. 

Mr.  Beckett:  I  wish  to  make  a  suggestion  and  also  to  add 
a  corollary  to  a  formal  report. 

In  the  first  place,  Mr.  Dawson,  I  must  most  modestly  assert 
that  I  cannot  agree  with  your  opinion  as  to  the  merits  of  a  double 
indemnity  provision  issued  in  connection  with  a  life  insurance 
poUcy.  I  say  that  after  really  having  had  an  experience  worth 
while  in  connection  with  that  business,  as  you  know,  I  am  quite 
firmly  convinced  that  an  extra  indemnity  in  connection  with  a  life 
insurance  policy  is  quite  justifiable.  With  death  occurring  in 
sixty  or  ninety  days  after  the  accident  he  hasn't  the  time  to  arrange 
his  affairs  as  is  usual  with  the  average  man  in  the  ordinary  sickness, 
and  the  extra  indemnity  in  my  observation  has  been  at  least  well 
received. 

Mr.  Dawson:  I  call  your  attention  to  the  fact,  Mr.  Beckett, 
that  I  said  it  was  on  the  verge  of  being  meretricious.  I  did  not 
exactly  classify  it  as  such. 

Mr.  Beckett:  As  to  the  corollary,  I  am  frequently  asked 
the  question.  What  has  your  double  indemnity  cost  you?  That 
is  because  it  is  generally  known  among  our  western  companies 
that  the  State  Life  Insurance  Company  of  Indianapolis  has  had 
a  rather  extensive  experience  with  the  double  indemnity  provision. 
Three  years  ago  I  gave  a  report  to  the  Institute  as  to  the  cost  of 
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our  double  indemnity,  with  considerable  modifications.  I  am 
gradually  getting  more  confidence  in  the  figures  then  reported 
because  as  the  years  go  by  and  we  add  to  them  that  experience  the 
results  of  the  average  of  the  first  eight  years  seem  to  be  pretty 
well  confirmed. 

Over  eleven  years'  experience  by  amounts,  with  the  one-year 
exposure  of  approximately  $400,000,000,  our  cost  of  double  indem- 
nity has  been  77  cents  and  a  fraction,  m.urder  excluded,  however. 

Mr.  Mead:  That,  Mr.  Beckett,  is  somewhat  less  than  the 
average  that  your  figures  totaled  three  years  ago,  when  it  was 
go  cents,  I  beheve. 

Mr.  Beckett:  Our  death-rate  from  accident  in  the  State  Life 
has  been  considerably  higher  than  our  death-rate  from  accidents 
with  the  policies  having  double  indemnity. 

Is  there  any  further  discussion  on  this  subject  before  we  call 
on  the  author  of  the  paper  for  his  final  discussion?  We  have  a 
little  further  time  and  I  believe  there  are  some  more  of  us  interested 
in  this. 

Mr.  Vineberg:  Did  you  make  any  restrictions  as  to  the 
classes  to  whom  you  issued  the  double  indemnity  ? 

Mr.  Beckett:  No  pubUshed  restrictions.  Of  course,  if  a 
man  applies  for  a  double  indemnity,  that  fact  is  taken  into  con- 
sideration by  the  medical  department  in  passing  upon  the  risk, 
but  that  is  all. 

May  I  ask,  Mr.  Craig,  in  the  experience  you  have  before  you, 
since  I  am  quite  interested  in  the  feature  of  this  paper  showing 
the  death  loss  from  fifty  on  up,  do  your  figures  conform  to  my 
own  results  ?  It  has  always  seemed  to  me  in  the  several  investiga- 
tions made  that  the  curve  should  rise  gradually  but  perhaps  be  a 
little  steeper  from  sixty  on  up. 

Mr.  Craig:  Well,  it  does  curve  up  rather  steeply.  You  can 
see  it  here. 

Mr.  Beckett:    Yes,  I  can  see  it  there. 

Mr.  Craig:     Can  you  see  it  at  that  distance  ? 

Mr.  Beckett:  Yes.  The  point  I  was  trying  to  get  at  was 
this,  that  your  old  experience  went  up  like  that.     (Indicating.) 

Mr.  Craig:    It  bears  that  out. 

Mr.  Beckett:  And  this  is  the  part  of  the  curve  that  I 
questioned,  up  here. 
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]\Ir.  Craig:     This  seems  to  bear  it  right  out. 

Mr.  Beckett:    I  see.    Thank  you. 

Mr.  Glover:  I  am  rather  interested  in  what  Mr.  Dawson 
had  to  say  about  an  additional  benefit  for  temporary  disabiUty. 
I  would  like  to  ask  if  he  has  anything  definite  in  mind  in  that  con- 
nection, what  he  means  by  temporary  disability,  whether  it  is 
temporary  permanent  or  temporary  partial  or  what  would  you 
add  to  our  contracts  ? 

Mr.  Dawson:  I  take  it  that  Professor  Glover  does  not  mean 
temporary  permanent  but  temporary  total. 

Mr.  Glover:    Yes. 

Mr.  Dawson:  The  accident  companies'  policies  generally 
cover  nothing  but  total,  that  is  all. 

I  had  this  in  mind:  My  impression  is  that  our  life  companies 
would  do  well — because  some  life  companies  are  already  doing  it, 
and  because  of  our  organizations  they  have  got  to  get  in  line  sooner 
or  later,  and  had  better  get  in  line  promptly — to  take  up  the  com- 
bination of  both  accident  and  sickness  benefits  with  their  policies. 

To  be  a  little  more  definite,  I  think  you  would  do  well  to  leave 
out  temporary  disabihty  entirely,  get  rid  of  having  it  around. 
Second,  I  think  you  would  do  well  to  cover  the  entire  duration  of 
the  disability,  thereby  wiping  out  the  separation  between  total 
and  permanent  disability.  You  will  find  plenty  of  statistics  upon 
which  to  base  such  rates,  and  those  statistics  are  reliable. 

Your  policies  should  not  be  cancelable.  Your  rates  should  be 
fixed  upon  the  age.  They  should  carry  accumulating  reserves. 
If  you  do  so — in  my  judgment  you  will  sooner  or  later  and  not  very 
far  away — you  will  control  that  field  of  insurance  and  you  will 
control  it  because  you  can  conduct  it  more  economically,  more 
efficiently,  and  more  for  the  benefit  of  the  policyholders. 

Mr.  Shepherd:  I  made  a  similar  analysis  of  substantially 
the  same  statistics  that  were  used  by  Mr.  Buttolph  and  Mr.  Phelps, 
using  a  slightly  different  method.  The  form  of  the  curve  obtained 
as  nearly  as  I  am  able  to  judge  follows  that  shown  by  Mr.  Phelps 
very  closely,  indicating  a  decided  increase  in  the  rate  as  the  age 
advances. 

I  worked  on  the  assumption  that  the  probability  of  a  life  dying 
through  accident  in  a  year  was  the  product  of  the  probability  of 
that  life  dying  from  any  cause  multiplied  into  the  probability 
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that  death  having  occurred  the  cause  of  the  death  was  accident. 
For  the  first-year  probability  I  used  the  mortahty  rates  shown  by 
the  United  States  Life  Tables.  For  the  second  probability  I  used 
the  census  figures  for  the  year  19 14. 

Mr.  Hunter:  There  is  one  practical  matter  which  has  not 
been  mentioned  by  those  who  advocate  a  higher  rate  than 
$1.00  per  $1,000.  Statistics  published  in  the  Transactions  of  the 
Actuarial  Society  show  that  the  net  rate,  based  on  an  analysis  of 
the  death  losses,  was  65  cents  per  $1,000  by  amounts  and  59  cents 
by  policies  in  the  Mutual  Life  and  52  cents  by  policies  in  the  New 
York  Life.  Any  company,  which  is  conducting  its  business  on 
a  moderate  expense  basis,  has  a  satisfactory  margin  with  40  per  cent 
loading,  which  would  bring  the  rate  to  less  than  $1 .00  per  Si,ooo. 
Assume  that  the  rate  of  loss  is  more  than  70  cents  per  $1,000,  say 
20  per  cent  higher,  there  would  then  be  only  14  cents  per  $1,000  of 
loss  in  excess  of  the  provision  in  the  premiums,  but  this  does  not 
take  into  consideration  whether  more  business  has  not  been 
obtained  at  a  cheaper  rate  by  reason  of  the  double  indemnity 
feature,  so  that  more  than  the  14  cents  per  $1,000  has  been  saved 
in  overhead  charges.  We  should  not  forget  when  discussing  any 
of  these  features  that  it  is  not  the  cost  of  these  features  alone  but 
the  effect  on  our  selling  force  of  being  able  to  get  more  business 
without  a  proportionate  increase  in  the  overhead  charges  that 
must  be  carefully  considered. 

I  do  not  think  that  because  several  large  companies  have 
adopted  a  rate  of  $1 .00  per  $1,000  younger  companies  should  also 
do  so.  The  company  with  a  large  amount  of  insurance  will  have 
less  fluctuation  than  the  younger  companies  and  it  usually  has 
a  larger  surplus. 

I  am  one  of  those  who  come  somewhat  within  Mr.  Dawson's 
condemnation,  because  our  company  has  the  double  indemnity 
feature,  but  I  shall  not  defend  our  position  as  the  results  speak 
for  themselves.  I  have  just  returned  from  several  meetings  with 
our  agents,  and  many  of  the  questions  are  on  the  double  in- 
demnity feature.  The  agents  say  that  again  and  again  they  can 
approach  a  man  with  information  regarding  the  double  indemnity 
or  the  disability  feature,  who  would  not  formerly  hsten  to  life 
insurance. 
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One  weakness  in  Mr.  Dawson's  position  regarding  temporary 
sickness  or  temporary  disability  benefits  is  that  the  cost  of  handling 
that  feature  is  much  greater  than  the  cost  of  conducting  the  double 
indemnity  features.  I  do  not  wish  it  understood  that  I  am  opposed 
to  incorporating  in  life  insurance  policies  a  temporary  sickness  or 
temporary'  accident  feature  because  that  is  the  line  which  many 
life  insurance  companies  will  eventually  follow,  but  it  is  necessars' 
to  add  a  new  department  to  the  company  whereas  the  double 
indemnity  feature  can  be  adopted  without  increasing  materially 
the  office  force. 

Mr.  Buttolph:  My  paper  seems  to  have  brought  forth  two 
principal  criticisms. 

The  criticism  of  Mr.  Dawson,  I  take  it,  is  that  it  was  very 
obscure.  That  was  his  inferential  criticism.  I  had  no  intention 
in  submitting  this  paper  to  discuss  the  feasibility,  the  advisability, 
the  pros  and  cons  in  connection  with  double  indemnity  insurance. 
It  was  intended  to  be  simply  what  the  title  designates  it,  a  "Note 
on  Liabihty  to  Death  from  Accident.'' 

With  the  criticism  advanced  by  Mr.  Phelps  I  have  no  par- 
ticular quarrel  because  he  simply  emphasizes  the  criticism  which 
I  myself  made,  when  I  called  attention  to  the  fact  "that  it  was 
fully  realized  that  the  method  adopted  for  determining  the  age 
distribution  among  the  general  population  to  it  which  mortaUty 
statistics  apply  undoubtedly  resulted  in  assigning  too  few  to  the 
younger  ages  and  too  many  to  the  older  ages." 

I  am  a  little  bit  inclined  to  think  that  his  method  of  handling 
the  matter  may  possibly  go  to  the  other  extreme.  In  referring 
to  Mr.  Phelps's  written  discussion  I  want  to  say  that  I  have  had 
no  opportunity  to  examine  it  before  its  presentation  here,  but  as 
I  understood  it  it  was  trying  to  bring  into  harmony  the  age  distribu- 
tion of  the  census  of  1910  covering  the  entire  population  of  the 
country  wath  a  supposed  age  distribution  of  the  population  in. what 
is  known  as  the  registration  area. 

I  am  inclined  to  think  that  if  we  had  the  age  distribution  in 
the  registration  area  we  would  find  that  compared  with  the  age 
distribution  of  the  population  as  a  whole  we  would  fiind  fewer 
living  at  the  younger  ages  and  more  living  at  the  higher  ages.  In 
other  words,  the  registration  area  is  the  better  settled  portion  of 
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the  country,  where  I  think  you  will  always  find  a  higher  percentage 
of  those  living  at  the  more  advanced  ages  than  you  will  in  the 
newer  sections  if  the  country  which  are  peopled  principally  by 
emigrants  of  the  younger  and  more  vigorous  type. 

There  is  another  peculiar  thing  in  regard  to  this  question  which 
has  not  as  yet  been  touched  upon.  It  was  shown  in  the  Medico- 
Actuarial  Investigation,  and  that  showing  will  also  be  confirmed 
in  the  new  mortality  investigation  when  it  is  published  in  all  of 
its  details,  that  while  it  is  true  that  after  the  younger  ages  are 
passed,  the  rate  of  death  from  accident  seems  to  increase  with 
considerable  regularity  with  increasing  age  at  entry,  yet  it  is  also 
true  that  the  rate  of  mortality  from  accident  decreases  with  the 
increasing  age  of  the  policy,  notwithstanding  that  that  of  course 
means  an  increase  in  the  attained  age  of  the  individual. 

For  example,  taking  the  Medico-Actuarial  experience  it  shows 
that  the  rate  per  thousand  for  ages  at  entry,  fifteen  to  twenty-nine, 
was  the  first  year  .75,  the  second  year  .68;  the  third  to  the  fifth 
year,  combined,  .53;  the  sixth  to  the  tenth  years,  combined,  .50- 
and  the  eleventh  to  the  twenty-fourth  year,  combined,  .51.  Com- 
paring the  first  group  with  the  last  group,  it  appears  that  in  spite 
of  the  fact  that  the  latter  lives  were  all  from  eleven  to  twenty-four 
years  older,  the  rate  of  mortality  from  accident  had  decreased 
from  .  75  to  .  51,  a  most  material  decrease. 

It  seems  to  me  that  that  perhaps  suggests  another  modifica. 
tion  to  be  considered  in  reviewing  the  general  population  table; 
The  general  population  table,  both  as  I  attempted  to  make  use  of 
it  and  as  Mr.  Phelps  has  attempted  to  make  use  of  it,  is  based 
solely  on  attained  ages. 

Reference  was  made  to  the  paper  submitted  by  Mr.  Hutcheson 
to  the  Actuarial  Society  of  America  just  a  year  ago,  written  pre- 
sumably at  the  same  time  that  my  paper  was  written.  I  think 
that  someone,  in  referring  to  that  paper,  made  a  mistake  in  saying 
that  the  rate  of  mortality  from  accident,  when  measured  by  policies, 
was  greater  than  when  measured  by  amount.  It  seems  to  me  to  be 
just  the  reverse.  The  death-rate  was  yVo  per  thousand  by  num- 
bers and  ran  about  iVo  per  thousand  when  measured  by  amounts. 

Coming  back  for  just  a  moment  to  what  I  have  stated  was 
shown  by  the  Medico-Actuarial  Investigation,  it  seems  to  me  that 
that  has  a  distinct  bearing  on  the  question  of  reserves.     There 


1919]  0)1  Liability  to  Death  from  Accident  119 

are  just  two  important  points,  it  seems  to  me,  in  connection  with 
any  table  like  that  I  have  sought  to  work  out  here,  and  those  two 
are  the  bearing  that  the  table  or  any  errors  in  it  would  have  on  the 
calculation  of  premiums  and  the  bearing  that  the  table  or  any 
error  in  it  would  have  on  the  calculation  of  reserves. 

If  the  Medico-Actuarial  experience  and  the  new  mortality 
investigation  truly  reflect  what  we  may  expect  in  the  future  then 
there  is  no  necessity  for  accumulating  any  reserve,  provided,  of 
course,  that  the  length  of  duration  of  this  benefit  be  held  down  to 
some  reasonable  age.  I  think  that  now  it  is  usual  to  limit  it  to 
age  sixty  or  at  most  age  sixty-five.  If  that  limitation  is  still  main- 
tained in  the  future  it  does  not  seem  to  me  that  the  necessity  for 
the  accumulation  of  reserves  exists.     Consequently — 

Mr.  Craig:     You  mean  on  the  annual  premium  policies? 

Mr.  Buttolph:  Yes,  on  the  annual  premium  policies.  Of 
course,  if  w^e  have  a  limited-payment  contract  under  which  the 
benefit  runs  beyond  the  expiration  of  the  premium-paying  period 
a  reserve  would  of  necessity  be  required. 

In  the  matter  of  the  effect  of  the  possible  error  in  this  table 
on  the  calculation  of  premiums  it  seems  to  me  that  my  statement 
in  submitting  this  paper,  where  after  acknowledging  the  error  and 
apologizing  for  it,  I  said,  "It  was  thought,  however,  that  this  error 
would  not  be  prejudicial  to  the  practical  purpose  for  which  the 
information  was  desired,"  I  was  correct.  I  believe  that  from  the 
point  of  view  of  us  life  insurance  men  the  general  rate  of  mortality 
as  shown  from  this  experience  of  i .  23  per  thousand  at  risk  is 
certainly  high  enough  for  practical  use  in  the  calculation  of 
premiums. 

It  seems  from  the  point  of  view  of  all  of  us  that  have  put  this 
on,  if  we  can  judge  of  the  thoughts  of  the  actuaries  of  the  various 
companies  by  the  way  in  which  the  matter  is  handled  by  their 
companies,  that  it  is  impractical  to  charge  a  different  rate  at 
different  ages  of  entry  for  this  benefit.  Therefore  I  believe  that 
any  company  which  assumes  that  the  net  rate  for  death  by  accident 
is  as  shown  in  this  table  of  mine,  i .  23  per  thousand,  will  be  entirely 
safe. 

The  President:  This  Institute  is  indebted  to  Mr.  Buttolph 
in  an  unusual  degree  for  having  the  courage  to  present  a  paper 
upon  so  important  a  topic  and  one  of  such  interest,  and  yet  he 
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must  recognize,  as  he  clearly  states,  that  the  data  upon  which  he 
bases  his  figures  is  so  meager.  I  hope  that  this  is  not  the  last  we 
shall  hear  from  him  on  this  subject.  It  has  certainly  brought  out 
an  interesting  discussion. 

I  thought  that  we  would  proceed  still  further  with  our  program 
this  morning,  but  I  confess  to  you  that  I  am  afraid  to  go  any 
farther- — 

Mr.  Anderson:  I  wonder  if  I  might  ask  a  question  of 
Mr.  Buttolph  at  this  moment. 

I  have  been  looking  for  information  on  the  subject  of  accidental 
injuries  that  are  actually  conducive  to  longevity,  or,  to  put  it  in 
another  way,  tend  to  reduce  the  death-rate.  For  example,  a 
brakeman  on  a  freight  train  was  in  between  the  cars  and  had  a 
hand  cut  off.  He  changes  his  occupation  on  that  account  and 
perhaps  goes  into  an  office  or  he  in  reality  becomes  a  preferred 
risk,  being  classed  with  other  business  men.  Another  case:  a  press 
feeder  in  a  printing  office  has  a  hand  cut  off  and  becomes  useless 
for  that  kind  of  work,  gets  an  education  and  perhaps  becomes  an 
editor,  again  in  the  preferred  class.  Another  has  a  limb  amputated, 
becomes  a  cobbler,  and  is  therefore  literally  promoted  from  a 
hazardous  occupation  to  one  that  is  classed  as  preferred.  I  was 
wondering  if  there  was  any  practical  way  of  getting  a  classification 
of  such  accidents  or  if  any  statistics  on  that  subject  have  ever  been 
collected. 

Mr.  Buttolph:  If  I  am  expected  to  answer  that  question,  I 
will  have  to  plead  my  entire  ignorance.  I  can  readily  understand 
that  anything  that  forces  a  man  to  change  his  occupation  may 
remove  some  of  the  liability  to  death  from  accident,  but  as  to 
how  to  get  at  that  and  reduce  it  to  a  matter  of  figures,  I  am  very 
much  at  sea. 


19 19]  -^^w  Table  of  Mortality  121 


INFORMAL  DISCUSSION 

SHOULD  THE  NEW  TABLE  OF  MORTALITY  BE  MADE  THE 
BASIS  OF  PREMIUMS  AND  RESERVES? 

Mr.  Arthur  Hunter:  In  order  to  save  time  let  us  follow  the 
example  of  the  lawyers  and  agree  upon  a  statement  of  facts,  so 
that  we  may  not  wander  very  far  from  the  main  topic.  The  state- 
ment of  facts  to  which  we  can  probably  all  agree  is : 

First,  that  the  new  mortality  table  shows  distinctly  lower  rates 
than  the  American  Experience  Table  at  the  younger  ages,  but 
practically  the  same  at  ages  above  sixty. 

Second,  that  the  net  premium  at  the  younger  ages  is  distinctly 
lower  on  whole  life  plans  than  the  American.  For  example,  at 
age  twenty-five  it  is  16  per  cent  below  the  American  on  the  ordinary 
life  plan. 

Third,  that  a  company  calculating  its  reserves  on  the  new  basis 
would  have  a  slightly  higher  aggregate  reserve,  probably  2  per 
cent,  unless  the  distribution  of  its  business  was  unusual. 

Fourth,  that  the  new  table  results  in  a  marked  increase  in  the 
amount  of  fractional  paid-up  at  younger  ages  and  a  great  increase, 
sometimes  double,  in  the  term  extension  also  at  the  younger  ages. 

Fifth,  that  if  it  were  substituted  in  the  New  York  law  there 
would  be  a  substantial  reduction  in  the  amount  available  for 
acquisition    expenses. 

Taking  up  in  the  first  place  the  question  of  premiums,  we  have 
to  consider  non-participating  premiums  and  participating  pre- 
miums separately.  The  companies  issuing  non-participating 
policies  may  be  divided  into  two  classes:  (a)  the  companies,  few 
in  number,  which  charge  a  low  rate  of  premium,  which  do  other 
kinds  of  business  than  life  insurance  so  that  their  overhead  expenses 
are  small  when  a  proportion  only  of  these  expenses  are  charged 
against  the  life  insurance  premium;  {b)  the  companies,  many  of 
them  comparatively  young,  which  limit  their  activities  to  life 
insurance. 

In  (a)  one  of  the  companies  charges  a  rate  of  premium  which 
at  the  younger  ages  is  the  net  American  3^  per  cent,  and  accord- 
ingly there  has  arisen  the  impression  that  the  company  bases  its 
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premiums  on  the  American  Table  of  Mortality.  The  representa- 
tives of  two  companies  have  recently  stated  that  their  non- 
participating  premiums  are  not  based  on  the  American  Table  of 
MortaUty,  and  that  the  reason  for  not  going  below  the  net  Ameri- 
can at  the  younger  ages  is  partly  because  they  would  have  to  carry 
an  additional  reserve. 

The  actuary  of  one  of  these  companies  at  the  Actuarial  Society 
meeting  stated  that  he  had  been  making  an  experiment  to  find 
out  whether  the  rates  of  premium  on  the  average  charged  by  the 
various  non-participating  companies  could  be  reduced  if  he  took 
account  of  the  actual  conditions  so  far  as  he  could  judge  them. 
He  took  the  A.M.  (5)  table  as  the  basis  and  added  a  loading 
representing  the  commissions  allowed  under  the  New  York  law. 
He  mentioned  only  the  ordinary  life  policy  on  which  the  com- 
missions were  50  per  cent  for  the  first  year,  7^  per  cent  for  nine 
years,  5  per  cent  for  five  years,  and  3  per  cent  thereafter.  He 
then  added  a  constant  of  $3 .  00  per  thousand  for  medical  examina- 
tion and  inspection  of  risks.  A  loading  was  also  imposed  of  3  per 
cent  on  the  premium  and  a  constant  of  $1.50  per  $1,000  for  all 
other  expenses. 

On  the  foregoing  basis  he  found  that  the  rates  produced  were 
very  close  to  the  non-participating  rates  charged  by  the  average 
company.  The  rate  of  interest  which  he  used  was  45  per  cent,  so 
that  on  the  assumption  of  4^  per  cent  interest,  the  rates  of  com- 
mission allowed  under  the  New  York  law  and  the  loadings  just 
mentioned,  we  would  get  approximately  the  non-participating 
rates  of  the  average  companies.  I  wish  particularly  to  point  out, 
however,  that  he  used  a  percentage  loading  of  3  per  cent  only, 
which  is  not  much  more  than  sufiicient  to  pay  taxation.  There- 
fore, the  assumption  would  naturally  be  that  all  the  home  office 
expenses  were  to  be  considered  as  a  constant  ($1.50  per  $1,000) 
of  the  sum  insured. 

The  actuary'  of  the  other  company  also  stated  that  the  pre- 
miums charged  by  his  company  were  not  based  on  the  American 
Table  but  were  based  on  the  experience  of  his  own  company,  with 
a  higher  rate  of  interest  than  3^  per  cent.  He  did  not  say  what 
it  was,  but  he  indicated  that  it  was  4j  or  4I  per  cent  interest. 
One  of  the  actuaries  suggested  that  in  making  up  the  rates  for 
non-participating  companies  he  would  prefer  to  use  4I  per  cent 
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interest  for  ten  years  and  4  per  cent  thereafter.  The  other  man 
gave  4j  per  cent  as  a  fair  rate. 

It  was  rather  significant  that  both  of  these  men  made  state- 
ments something  to  this  effect:  that  after  making  these  experiments 
they  did  not  beheve  that  there  was  hkely  to  be  any  appreciable 
change  in  the  rates  of  the  non-participating  companies.  I 
wish  you  particularly  to  notice  in  connection  with  this  phase 
of  the  subject  that  the  loading  is  a  serious  factor;  one  of  the 
principal  differences  of  opinion  regarding  this  new  table  hinges 
around  the  question  of  loading.  Some  of  you  may  have  seen  the 
paper  which  I  prepared  for  the  Actuarial  Society.  I  found  that 
if  the  net  premiums  based  on  the  A.  M.  Select  4^  per  cent  were 
deducted  from  the  gross  non-participating  rates  of  these  low-rate 
companies  the  margins  were  almost  constant.  They  ranged  from 
$4-  59  at  age  twenty -five  on  the  ordinary  life  plan  to  about  $5.  50 
at  age  forty-five.  For  those  same  ages  on  the  twenty-payment 
life  and  the  twenty-year  endowment  it  was  about  $7 .  50.  These 
rates  did  not  seem  to  be  consistent  at  the  various  ages  unless  the 
expenses  were  almost  entirely  a  constant  of  the  sum  insured.  I 
was  under  the  impression  that  the  majority  of  the  actuaries  believed 
that  the  expenses  should  be  largely  a  percentage  of  the  premium; 
but  the  capable  actuary  of  a  good  company  has  charged  the  whole 
of  the  expense  with  the  exception  of  the  taxes  as  a  constant  of  the 
sum  insured.  We  first  should  decide  what  is  a  proper  method  of 
assessing  expenses;  but  if  I  got  into  a  discussion  of  that  subject 
and  others  followed  suit,  we  would  not  have  time  to  discuss  the 
various  phases  in  connection  with  the  new  table. 

The  conclusion  of  the  two  men  who  were  speaking  for  the 
low-rate  non-participating  companies  was  that  there  was  not 
likely  to  be  any  reduction  in  rates,  although  they  both  felt  that  a 
readjustment  of  rates  between  the  various  ages  might  be  necessary. 

It  is  rather  interesting  to  note  that  the  net  rates  of  the  Travelers 
Insurance  Company  based  on  their  own  experience  with  the  first 
five  insurance  years  omitted  and  the  net  rates  by  the  A.M.  (5) 
Table  are  within  a  few  cents  of  one  another  at  all  ages,  indicating 
that  the  new  table  does  represent  closely  the  average  experience 
of  that  company. 

To  return  to  the  other  non-participating  companies,  many 
of  the  younger  companies  have  not  yet  paid  their  foundation 
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expenses.  We  find  that  a  rather  high  rate  of  premium  is  charged 
and  a  higher  rate  of  expense  is  incurred  than  in  the  companies 
previously  discussed.  I  have  tried  to  determine  the  average 
rate  of  expense  of  six  typical  companies  doing  non-participating 
business.  I  assessed  the  expenses  as  a  percentage  against  first 
year's  premiums  and  renewal  premiums  separately,  and  I  found 
that  it  would  be  liberal  to  assume  that  their  expense  rate  was 
80  per  cent  of  the  first  year's  premiums  and  20  per  cent  of  the 
renewal  premiums.  In  fact,  one  company  which  was  examined 
had  an  expense  rate  of  115  per  cent  of  its  first  year's  premiums  and 
30  per  cent  of  its  renewal  premiums. 

Taking  the  average  gross  premiums  of  these  six  companies  and 
deducting  the  net  premium  on  the  A.M.  Select  Table  at  4^  per  cent 
interest,  the  resulting  margin  for  expenses  and  contingencies  was  a 
constant  of  the  sum  insured  and  not  a  percentage  of  the  premiums. 
Again  I  was  forced  to  the  conclusion  either  that  it  was  proper  to 
load  the  premiums  by  a  constant  or  that  the  younger  entrants  are 
not  dealt  with  as  leniently  as  the  older  entrants. 

With  regard  to  the  participating  companies,  the  question 
largely  develops  into  this:  Have  they  used  the  proper  rates  of 
mortality  in  distributing  their  dividends  ?  If  they  have  used  the 
American  as  a  basis,  and  if  they  have  merely  taken  a  percentage 
of  the  American  for  all  ages,  then  they  have  distributed  too  small 
an  amount  of  surplus  to  the  younger  men  and  too  large  to  the 
older  men.  In  order  to  ascertain  whether  this  was  so  or  not  I 
took  six  of  the  best  dividend-paying  companies,  and  obtained  the 
net  cost  by  deducting  the  dividends  from  the  gross  premiums  for 
the  last  ten  years.  As  the  information  for  these  six  companies 
for  twenty  years  was  not  readily  obtainable  three  companies  were 
taken  for  that  period.  After  deducting  the  net  premiums  A.M. 
Select  4I  per  cent  from  their  average  net  cost  thus  obtained,  the 
percentage  of  margin  at  the  younger  ages  was  fully  twice  that  at 
the  older  ages.  If,  for  example,  under  an  ordinary  life  policy  the 
dividends  are  deducted  from  the  gross  premiums  and  the  difference 
is  divided  by  the  number  of  years  the  average  net  cost  would  be 
obtained;  the  excess  of  this  average  net  cost  over  the  A.M.  Select 
4I  per  cent  was  28  per  cent  at  age  twenty-five  and  12  per  cent  at 
age  fifty-five.  The  same  trend  appeared  under  other  plans  of 
insurance,  and  it  was  true  both  for  the  first  ten  and  for  the  first 
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twenty  policy  years.  If  the  expenses  are  a  percentage  of  the  gross 
premium  the  younger  entrants  are  not  obtaining  their  full  share 
of  the  surplus.  If  the  expenses  are  a  constant  of  the  sum  insured 
then  there  is  no  marked  discrimination  between  the  old  and  the 
young  man.  There  is  another  factor  which  should  be  taken  into 
account,  namely,  that  the  younger  men  may  be  contributing  a 
larger  sum  to  the  contingency  fund  of  the  companies  than  the 
older  men. 

There  has  recently  arisen  a  method  of  distributing  the  surplus 
which  partly  otTsets  this  apparent  discrimination  against  the 
younger  man,  and  that  is  the  method  of  distributing  the  mortality 
savings  as  a  constant  of  the  amount  at  risk  so  that  a  young  entrant 
would  get  in  dollars  and  cents  as  much  as  an  old  entrant,  thereby 
giving  the  former  a  much  larger  percentage  of  the  mortality  profits 
than  the  latter.     That  is  a  palliative  rather  than  a  cure. 

Before  leaving  this  question  of  premiums,  whether  they  are 
likely  to  be  raised  or  lowered,  it  may  be  well  to  note  what  is  hap- 
pening at  the  present  time.  One  large  company  which  formerly 
had  a  low  non-participating  rate  has  increased  its  rate  of  premium 
about  10  per  cent,  and  it  is  rumored  that  another  large  company 
is  to  take  the  same  course.  If  we  may  judge  therefore  from  the 
action  of  these  two  companies,  there  isn't  any  tendency  to  reduce 
the  rates  of  premium.  While  we  are  talking  about  a  reduction 
of  the  premium,  we  must  not  lose  sight  of  the  fact  that  practically 
all  expenses  are  increasing  and  that  taxation  is  also  increasing. 

With  regard  to  the  reserve,  it  has  already  been  stated  that  a 
company  which  has  an  average  distribution  of  business  by  plan 
and  age  would  need  to  increase  its  aggregate  reserves  by  about 
2  per  cent  if  it  adopted  the  A.M.  (5)  table.  When  I  wrote  the 
paper  for  the  Actuarial  Society  I  did  not  anticipate  that  companies 
would  immediately  go  to  the  new  basis  for  all  their  business.  If 
they  did  a  2  per  cent  increase  in  the  reserve  for  both  old  and  new 
business  might  be  quite  a  serious  matter,  as  2  per  cent  of  the  reserve 
is  usually  a  substantial  proportion  of  the  surplus.  In  fact,  even 
in  strong  companies  an  increase  of  2  per  cent  in  the  reserve  might 
cut  down  the  surplus  by  about  one-third.  I  had  in  mind  that  if 
the  A.]M.  (5)  were  adopted  it  would  mean  a  gradual  change  to  the 
new  basis,  assuming  that  the  premiums  also  were  put  on  this  table. 
We  should  bear  this  fact  in  mind,  that  if  higher  reserves  were 
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adopted  it  would  decrease  the  surplus  and  therefore  would  decrease 
the  safety  factor.  The  impression  seems  to  prevail,  however, 
that  if  this  table  were  adopted,  advantage  would  be  taken  of  the 
opportunity  to  raise  the  rate  of  interest  so  that  instead  of  the 
legal  reserve  being  on,  say,  a  3^  per  cent  basis,  it  would  be  on 
4  per  cent  for  the  future. 

The  best  result  of  the  new  table,  so  far  as  the  question  of 
reserves  is  concerned,  is  that  it  has  proved  to  many  laymen  that 
a  lower  mortality  does  not  necessarily  mean  lower  reserves.  At 
the  formal  and  informal  discussions  of  insurance  commissioners, 
when  they  asked  the  Actuarial  Society  to  prepare  a  new  mortality 
table,  the  impression  of  some  of  them  was  that  as  the  mortality 
would  be  lower  than  the  American  therefore  the  reserve  would 
also  be  lower  and  the  companies  would  then  be  compelled  to  dis- 
ti-ibute  surplus  which  they  were  withholding  from  the  policyholders. 
The  publication  of  the  A.M.  table  has  proved  that  a  change  would 
mean  an  actual  decrease  rather  than  an  increase  in  surplus. 

As  I  have  been  traveling  on  the  train  for  four  nights  and  making 
addresses  during  the  daytime  in  different  cities  I  have  not  had  an 
opportunity  to  put  my  ideas  in  logical  order.  I  ask  your  indul- 
gence therefore  in  referring  back  to  the  premium.  In  this  investi- 
gation there  were  a  number  of  companies  that  had  distinctly 
lower  mortality  rates  than  shown  in  the  A.M.  table  and  accord- 
ingly there  mlist  have  been  another  group  of  companies  that  had 
a  distinctly  higher  mortality  than  appears  in  the  new  table.  The 
Mutual  Life,  for  example,  had  about  85  per  cent  of  the  mortality 
ratios  in  the  new  table  and  accordingly  some  other  company  which 
contributed  an  equal  amount  of  data  must  have  had  about  115  per 
cent.  No  company  should  therefore  adopt  the  A.M.  table  as  a 
basis  for  premiums  unless  it  is  reasonably  sure  that  its  experience 
is  well  within  the  A.M.  rates  of  mortahty.  We  should  also  bear, 
in  mind  that  this  table  represents  the  whole  country  and  that  there 
are  some  companies  operating  in  sections  which  are  more  unhealth- 
ful  than  the  average,  the  extreme  southern  states.  It  should  be 
said,  however,  that  some  of  the  managers  of  southern  companies 
state  that  their  companies  are  experiencing  as  good  a  mortality  in 
the  southern  states  as  the  northern  companies  are  obtaining  in 
the  northern  states,  because  the  former  have  a  better  knowledge 
of  local  conditions.     When  Volume  II  of  the  American-Canadian 
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^lortality  Investigation  is  published  it  will  be  seen  that  the  fifty- 
nine  companies  contributing  their  data  had  in  seven  southern 
states  a  markedly  higher  mortality  than  in  the  rest  of  the  country 
so  that  companies  operating  exclusively  in  these  states  should  be 
very  chary  in  adopting  this  new  table  as  a  basis  of  premiums  and 
reserves. 

When  it  comes  to  the  nonforfeiture  value  there  is  not  much 
change  in  the  reserves  and  accordingly  there  is  not  a  material 
increase  in  the  cash  surrender  value.  At  the  younger  ages,  how- 
ever, there  is  a  distinctly  larger  paid-up  and  more  than  double  the 
term  extension.  For  example,  if  the  A.M.  (5)  table  is  substituted 
for  the  American,  surrender  charges  being  exactly  the  same  as 
before,  under  a  policy  issued  five  years  ago  at  age  twenty-five  on 
the  ordinary  life  plan  the  insured  would  have  4  years  and  214  days 
term  extension  under  the  American  table  and  10  years  and  138 
days  under  the  A.M.  (5)  table.  That  is  a  very  serious  situation, 
if  the  mortality  experience  on  policies  running  under  term  exten- 
sion is  higher  than  on  the  A.M.  table,  and  the  three  companies 
which  have  published  their  experience,  the  Mutual  Benefit,  the 
Confederation  Life,  and  the  Phoenix  Mutual,  have  shown  a  mortal- 
ity under  term  extension  running  approximately  100  per  cent  of 
the  American  table.  Whether  or  not  the  mortaUty  in  all  companies 
is  100  per  cent  of  the  American  table  it  is  highly  probable  that 
under  the  term  extension  it  would  be  higher  than  the  A.M.  (5) 
table.  The  situation  would  not  be  remedied  if  we  were  to  increase 
the  surrender  charges  because  by  doing  so  the  cash  surrender 
values  would  be  decreased,  which  does  not  seem  to  be  advisable. 
It  might  be  necessary  to  change  the  law  so  as  to  eliminate  term 
extension  if  we  were  to  adopt  the  A.M.  (5)  table  for  all  the  non- 
forfeiture values,  unless  the  present  practice  is  abandoned  of 
having  the  paid-up  and  extended  insurance  values  the  equivalent 
of  the  cash  values. 

With  regard  to  the  limitation  of  expenses  under  the  New  York 
law,  most  of  you  represent  companies  which  are  not  operating 
in  New  York  state,  but  you  are  vitally  interested  in  expense  limita- 
tions. The  law  should  not  be  changed  by  substituting  the  A.M.  (5) 
for  the  American  table  because  that  would  materially  reduce 
agents'  commissions.  If  the  law  is  changed  the  agents  not 
unnaturally  would  attempt  to  increase  the  expense  margin  and 
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consequently  their  commissions  on  the  ground  that  Hving  expenses 
have  increased.  If  the  rates  of  commission  are  increased  by  com- 
panies doing  business  in  New  York  state  it  follows  that  all  of  the 
younger  and  smaller  companies  would  probably  have  to  increase 
their  rates  of  commission  too. 

In  the  paper  which  I  delivered  before  the  Actuarial  Society  I 
endeavored  to  lay  down,  as  far  as  lay  within  my  power,  the  various 
matters  that  would  be  affected  by  a  change  in  the  A.M.  table.  It 
was  not  my  function,  as  chairman  of  the  committee  which  pro- 
duced this  table,  to  criticize  it  and  to  condemn  it  before  it  had 
seen  the  light  of  day.  I  am  sorry  to  say,  however,  that  several 
actuaries  have  assumed  from  extracts  appearing  in  newspapers 
that  I  am  in  favor  of  adopting  the  new  table  for  premiumis,  reserves, 
and  surrender  values.  If  any  actuary  will  read  carefully  what  I 
have  said  in  my  paper  and  the  exhibits  which  were  presented  he 
can  arrive  at  only  one  conclusion,  namel>",  that  I  am  not  in  favor 
of  adopting  the  A.M.  table  at  the  present  time  for  premiums  and 
reserves.  We  are  facing  an  increase  in  taxation,  and  an  increase 
in  the  cost  of  supplies  of  every  kind.  Moreover,  the  table  does 
not  include  the  effects  of  the  influenza  epidemic  or  of  warfare. 
The  general  opinion  is  that  there  is  not  going  to  be  a  reduction  in 
premiums  as  a  result  of  this  new  table,  but  that  the  non-participating 
companies  may  adjust  their  rates  slightly,  probably  increasing  them 
at  the  older  ages  of  entry  and  that  participating  companies  gen- 
erallv  ma\-  give  a  larger  share  of  the  mortality  savings  at  the 
younger  ages  than  formerly. 

At  the  Actuarial  Society  meeting  one  of  my  friends  laid  down 
nine  reasons  why  the  new  table  should  not  be  adopted.  While 
I  do  not  disagree  with  him  in  general  it  might  be  well  to  put  before 
you  in  closing  the  advantages  which  may  be  expected  from  the 
recent  investigation. 

1 .  It  brings  before  the  public  the  idea  that  the  cost  of  insurance 
does  not  depend  in  the  participating  companies  on  the  gross  rates 
of  premium  charged. 

2.  It  absolves  us  from  the  charge  that  we  were  trying  to  with- 
hold information  that  would  be  of  advantage  to  the  public. 

3.  It  gives  us  a  better  idea  of  the  mortality  curve  and  for  the 
first  time  we  have  a  modern  mortality  table  which  is  not  repre- 
sented by  the  Gompertz  or  the  ISIakeham  law. 
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4.  It  enables  many  companies  to  know  more  about  the  rates 
of  mortality  at  the  younger  ages. 

5.  It  shows  that  it  is  not  necessary  to  change  materially  the 
reserves. 

6.  It  proves  that  dividends  would  not  be  increased  as  a  result 
of  adopting  the  new  table  for  reserves. 

7.  It  satisfies  our  pride  that  we  now  have  a  table  based  upon 
American  experience,  prepared  in  a  scientific  way. 

My  last  word  is  this,  let  us  all  study  carefully  the  results  of 
the  American-Canadian  Mortality  Investigation  and  take  those 
lessons  which  are  good  for  our  own  company. 

The  President:  I  am  perfectly  aware  that  there  are  a  num- 
ber of  gentlemen  here  who  have  very  strong  convictions  upon 
several  phases  of  this  important  topic.  In  order  that  we  may 
proceed  as  rapidly  as  possible  I  shall  take  the  liberty  of  calhng 
upon  two  or  three  men,  first,  to  continue  with  the  discussion. 
Afterwards  we  will  hear  from  others.  Mr.  Papps,  will  you  not 
add  something  to  this  discussion  ? 

Mr.  Papps:  In  the  first  place  it  must  be  remembered  that 
the  new  table  represents  the  average  mortality  experienced  during 
a  period  unaffected  by  war  or  epidemic.  Furthermore,  since  it  is 
known  that  certain  companies  have  experienced  a  lower  mortality 
than  that  shown  by  the  new  table,  it  follows  that  other  companies 
representing  an  equal  volume  of  business  have  experienced  a 
mortality  in  excess  of  that  shown. 

The  effect  of  adopting  the  new  table  as  a  basis  for  premiums 
and  reserves  should  be  considered  in  relation  to:  (i)  gross  pre- 
miums, (2)  distribution  of  surplus,  (3)  poHcy  reserves,  (4)  non- 
forfeiture values,  (5)  contingency  reserves  or  surplus,  (6)  surplus 
earnings  as  shown  by  the  gain  and  loss  exhibit,  (7)  expense 
limitation. 

GROSS   PREMIUMS 

The  question  of  gross  premiums  may  be  subdivided  into 
premiums  for  participating  and  for  nonparticipating  insurances. 
The  nonparticipating  premium  must  be  sufficient  to  cover 
expenses,  cost  of  insurance,  and  the  setting  up  of  the  legal  reserve. 
The  adoption  of  smaller  gross  premiums  will  result  in  time  in  the 
increase  in  rate  of  taxes  and  agents'  commissions  and  in  any  other 
expenses  which  depend  upon  the  account  of  the  premiums.     The 
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state  legislatures  and  the  agents  are  going  to  get  just  about  a  certain 
sum  and  if  they  don't  get  it  in  one  way  they  will  in  another.  In 
the  early  policy  years  the  reserve  is  so  small  in  comparison  with  the 
amount  insured  that  a  change  in  the  reserve  basis  will  make  little 
difference  in  the  cost  of  insurance.  That  depends  more  upon  the 
actual  death  claims  than  the  reserve  basis.  In  the  early  years 
the  new  table  requires  higher  reserves  on  the  whole  than  the 
American  table.  In  what  way,  therefore,  can  the  adoption  of 
the  new  table  justify  the  decreasing  of  the  nonparticipating  pre- 
miums ?  It  may  save  a  company  from  setting  up  a  pure  endow- 
ment reserve  to  cover  the  difference  between  the  gross  premium 
charged  and  the  net  premium,  as  is  sometimes  the  case  with  the 
American  Table,  but  this  temporary  reserve  eventually  comes 
back  into  the  company's  surplus  as  the  policies  go  off  the 
books. 

If  nonparticipating  premiums  cannot  be  reduced  by  the 
adoption  of  the  new  table  it  follows  that  the  net  cost  under  parti- 
cipating policies  will  not  be  reduced.  The  adoption  of  the  new 
table  would  not  be  any  reason  for  reducing  participating  pre- 
miums. 

DISTRIBUTION   OF    SURPLUS 

It  may  be  claimed  that  the  American  Table  shows  too  high 
a  mortality  at  the  young  ages  in  comparison  with  that  at  the 
older  ages  and  that  a  distribution  of  surplus  based  upon  the 
American  Table  will  discriminate  against  those  insured  at  young 
ages.  The  Mutual  Benefit  for  some  years  has  based  the  distri- 
bution of  its  mortality  surplus  on  ages  and  durations  to  allow  for 
this  known  weakness  in  the  American  Table,  yet  a  comparison 
of  the  net  cost  when  compared  with  that  in  a  company  using  a 
fixed  percentage  saving  in  mortality  for  all  ages  and  durations 
shows  that  two  widely  different  dividend  formulas  may  show  sur- 
prisingly similar  results.  If  our  distribution  of  surplus  represents 
fairlv  accurately  the  experience  of  each  company  it  makes  little, 
if  any,  difference  by  what  formula  the  net  cost  is  ascertained. 

POLICY   RESERVES 

To  test  the  result  of  the  adoption  of  the  new  table  we  took  the 
valuation  of  the  business  of  the  Mutual  Benefit  for  the  year 
191 8.     Each  sheet  showed  the  business  of  a  single  year  of  issue 
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for  some  one  plan.  We  found  the  average  reserve  for  each  sheet 
by  dividing  the  total  amount  insured  into  the  total  reserve  on 
the  sheet.  With  this  average  reserve  we  entered  inversely  the 
reserve  tables  according  to  the  American  Experience  and  ascer- 
tained what  may  be  called  the  weighted  age  for  each  sheet,  using 
first  differences  in  ascertaining  fractional  ages.  Then  taking  the 
reserve  according  to  the  new  table  for  the  weighted  age  we  found 
what  is  believed  to  be  a  fairly  close  approximation  to  the  reserves 
by  the  new  table. 

We  listed  separately  business  issued  prior  to  January  i,  1900, 
and  that  issued  since  December,  31,  1899.  The  former  was  on  a 
3I  per  cent  and  the  latter  on  a  3  per  cent  interest  basis. 

On  business  issued  prior  to  January  i,  1900,  the  ordinary 
life  reserves  would  increase  2  per  cent,  on  paid-up  life  business  the 
reserves  would  decrease  i  per  cent,  and  there  would  be  little  change 
in  the  reserves  on  endowment  policies.  On  over  $51,000,000  of 
reserves  on  all  the  business  issued  prior  to  1900  the  estimated 
difference  was  less  than  $2,000. 

On  business  issued  since  1899  the  ordinary  life  reserves 
increase  7  per  cent  and  the  twenty-payment  life  and  twenty-year 
endowment  about  i|  per  cent.  Reserves  on  paid-up  life  policies 
decrease  i\  per  cent  and  reserves  on  dividend  additions,  where 
the  average  ages  are  younger,  decrease  2^  per  cent.  Taking  all 
the  business  issued  since  1899  the  reserves  by  the  new  table  are 
estimated  to  be  2  ,  68  per  cent  in  excess  of  those  by  the  American 
Table.  Taking  3I  per  cent  and  3  per  cent  reserve  business 
together  the  new  table  would  show  reserves  102.02  per  cent 
of  those  by  the  American  Table.  The  increase  will  be  greatest 
in  the  case  of  those  companies  having  a  considerable  proportion 
of  their  business  on  the  ordinary  life  plan  and  companies  which 
have  a  considerable  proportion  of  their  business  only  a  few  years 
in  force. 

NONFORFEITURE    VALUES 

By  reason  of  somewhat  larger  reserves  and  smaller  net  pre- 
miums under  the  new  table  as  compared  with  the  American  Table, 
a  company  carrying  a  3  per  cent  reserve  would  be  required  to 
grant  extended  insurance  for  as  much  as  50  per  cent  more  under 
the  new  as  compared  with  the  American  Table.  Several  com- 
panies   which    have    investigated    their    mortality    under    their 
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extended  insurances  have  found  that  it  exceeded  the  American 
Table.  It  follows  that  companies  cannot  afiford  to  grant  extended 
insurance  if  the  new  table  is  adopted,  unless  the  laws  of  certain 
states  are  amended;  for  at  present  nonforfeiture  values  must 
have  a  value  equal  to  the  reserve  less  not  more  than  2I 
per  cent  of  the  amount  insured,  and  in  some  cases  the  several 
values  must  be  mathematical  equivalents.  It  should  also  be 
remembered  that  the  experience  under  paid-up  policies  issued  in 
lieu  of  original  policies  may  show  a  mortality  very  close  to  the 
American  Table.  The  heavy  mortality  seems  to  be  deferred  for 
a  few  years  after  the  surrender  of  the  original  policies,  differing 
in  this  respect  from  the  experience  under  extensions,  but  it  is 
nevertheless  apparent. 

CONTINGENCY  RESERVES  OR  SURPLUS 

In  general  it  may  be  said  that  we  have  a  considerable  margin 
of  safety  in  the  American  Table.  If  the  new  table  is  adopted 
this  margin  is  greatly  reduced  for  the  most  fortunate  com- 
panies. It  entirely  disappears  for  the  average  companies,  and 
the  others  must  look  forward  to  and  make  additional  provision 
for  a  mortality  which  in  all  probability  will  be  in  excess  of  that 
called  for  by  the  new  table. 

The  suspended  mortality  reserve  of  the  Mutual  Benefit 
increases  or  decreases  each  year  by  the  difference  between  the 
actual  saving  in  the  cost  of  insurance  and  that  required  for 
dividends  and  such  portion  of  the  cost  of  new  business  as  may 
properly  be  charged  against  the  saving  in  mortality  arising  there- 
from. On  account  of  the  claims  due  to  war  and  epidemic  in  191 8 
the  fund  for  suspended  mortality  decreased  during  the  year  by 
the  sum  of  $1,734,906.  Had  the  new  table  been  in  use  the 
decrease  for  the  year  would  have  been  $3,851,865  or  222  per  cent 
of  the  actual  decrease.  The  amount  actually  left  in  the  fund  on 
December  31,  1918,  was  $4,834,794.  The  adoption  of  the  new 
table  would  have  resulted  in  leaving  the  fund  at  $2,717,845  or 
only  56  per  cent  of  the  actual  fund.  As  the  new  table  provides 
little,  if  any,  margin  of  safety  a  heavy  mortality  in  any  year 
throws  a  heavier  strain  against  any  mortality  fluctuation  fund, 
and  a  larger  fund  is  required  than  if  the  American  Table  be 
retained.     The   requirement   of   this   larger  contingency   reserve 
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fund  must  result,  temporarily  at  least,  in  an  increase  in  the  net 
cost  of  insurance. 

SURPLUS    EARNINGS    AS    SHOWN    BY    THE    GAIN    AND    LOSS  EXHIBIT 

An  estimate  of  the  effect  on  the  Gain  and  Loss  Exhibit  of  the 
^Mutual  Benefit  for  the  year  1918  by  substituting  the  new  for  the 
American  Table  was  made.  This  showed  that  the  percentage  of 
loading  to  gross  premiums  would  decrease  from  84.64  per  cent 
to  64.69  per  cent.  Interest  earned  to  that  required  to  maintain 
reserve  would  be  158.45  per  cent  in  place  of  161.65  per  cent. 
The  ratio  of  actual  to  expected  cost  of  insurance  would  be 
increased  from  86.67  P^r  cent  to  110.55  pcr  cent.  These  esti- 
mates are  based  upon  the  assumption  that  there  would  be  no 
change  in  the  gross  premiums  or  in  the  gains  from  surrender  and 
lapse. 

On  account  of  the  larger  increase  in  reserves  during  the  year 
under  the  new  table  our  insurance  gains  in  191 8  would  be 
decreased  4 . 7  per  cent.  This  would  result  in  reducing  our  divi- 
dends or  prevent  the  maintenance  of  our  present  contingency 
reserve  funds.  If  we  adopted  the  new  table  and  assumed  that 
we  only  had  the  same  percentage  of  loading  in  our  gross  premiums 
as  at  present,  our  insurance  gains  in  1918  would  be  reduced  41 .55 
per  cent. 

EXPENSE    LIMITATION 

It  is  undoubtedly  true  that  while  the  artificial  values  for  the 
mortality  during  the  first  five  years  assumed  for  the  American 
Table  provide  a  workable  measure  of  expense  limitation  for  com- 
panies doing  business  in  the  state  of  New  York,  the  values  for  the 
first  few  years  shown  by  the  new  table  are  not  suitable. 

Mr.  D.A.WSON:  When  the  preparation  of  this  table  was  pro- 
posed, in  commenting  upon  it,  by  invitation,  I  welcomed  the 
proposed  program  as  most  desirable,  though  much  belated,  at  the 
same  time  urging  that  great  caution  be  exercised  about  intro- 
ducing the  table  as  a  substitute  for  the  American  Experience 
Table  as  our  standard  for  reserves.  In  this  regard  I  pointed  out 
that  if  a  faithful  representative  of  average  experience  it  would  be 
lower  than  the  experience  of  half  the  companies  which  supplied 
data  and  entirely  too  low  to  answer  as  a  statutory  standard  for 
testing  the  solvency  of  all  our  companies. 
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The  influenza  scourge  of  1918-19  indicates  that  for  but  few  of 
the  companies,  contributing  their  data,  would  mortaUty  rates  by 
such  table  have  covered  their  average  experience  for  the  last 
decade.  As  a  measure  of  what  is  required  for  reserve,  therefore,  it 
would  be  a  "fair  weather"  standard  for  all  companies  and  not 
even  that  for  most  of  them. 

Just  how  this  can  be  true  when  it  brings  out  bigger  reserves 
by  about  6  per  cent  for  whole  life  pohcies  than  does  the  American 
Experience  Table,  similarly  applied,  will  be  a  puzzle  to  the  novice 
in  actuarial  matters.  Precisely  a  similar  thing  happened,  however, 
when  the  Northampton  Table,  showing  very  heavy  mortality, 
was  discarded  for  the  Carlisle,  with- much  lower  death-rates;  and 
something  very  similar  now  comes  to  light  regarding  fraternal 
valuations  in  that  net  reserves  by  the  National  Fraternal  Congress 
Table  average  as  large  as  by  the  American  Experience  Table. 

■Claims  that  are  not  paid  early  must  be  paid  late;  which  fact 
results  in  lower  premiums  but  higher  reserves,  very  naturally. 

Why,  then,  is  the  A.M.  Table  not  a  safe  table  for  adoption  as 
the  statutory  standard  for  valuation,  if  net  valuation  by  it  produces 
larger  reserves?  The  chief  reason  is  this:  Statutory  valuation  is 
on  the  basis  that  the  premiums  to  be  valued  are  the  net  premiums 
computed  by  the  same  mortality  table. 

The  general  formula  is,  for  whole  life  insurance: 

n  ^  «  =  ^  x-\-n      ^x^^x+n 

when  the  valuation  is  net  level  premium,  by  the  ultimate  table; 
when  the  valuation  is  select  and  ultimate; 

nV  x  = -^  x+n  — P  x+  i(^x+n 

when  the  valuation  is  preliminary  term.     These  are  the  usual 
American  methods. 

Taking  the  first  of  them,  for  purposes  of  illustration,  if  n^x 
by  one  table  is  larger  than  by  another,  it  will  be  found,  in  almost 
every  instance,  that  among  the  other  changes  P^  has  been  taken  at 
a  lower  figure;  the  larger  reserve  is  called  for,  primarily,  by  the 
smaller  net  premium  valued.     Indeed,  this  is  tempered  by  the 
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lower  value  of  \x+n  and  the  enhanced  value  of  a.v+»;  the  sole  cause 
of  the  higher  reserve  is  that  a  smaller  net  premium  is  valued. 

Thus,  if  this  smaller  net  premium  were  valued  and  Ax+n 
and  Qx+n  remained  at  the  figures  now  used,  that  is,  were  computed 
by  the  American  Experience  Table  as  at  present,  there  would  be, 
not  slightly  increased  reserves,  but  an  increase  equal  to  the  net 
present  value  of  the  deficiency  in  premiums,  as  now  required  by 
statute,  when  the  premiums  are  smaller  than  net  premiums  by  the 
American  Experience  Table. 

Aside  from  the  increase  of  net  reserves  required,  by  6  per  cent 
for  whole  Hfe  policies,  the  great  change,  then,  as  to  net  level  premium 
valuation,  would  be  that  no  deficiency  reserve  would  be  charged, 
so  long  as  premiums  were  at  least  equal  to  the  much  lower  net 
level  premiums  by  the  A.M.  ultimate  table.  This  would  also  be 
true  of  select  and  ultimate  valuation  and,  substituting  the  net 
premium  for  an  age  one  year  higher,  of  preliminary  term  valuation. 

That  is  the  great  issue  to  be  considered  in  making  the  change, 
a  crucial  issue  when,  as  already  stated,  half  the  companies  con- 
tributing data  could  not  have  met  their  claims  on  the  basis  of  that 
table  even  prior  to  19 18,  none  of  them  during  19 18,  and  few,  if 
any,  for  the  ten  years  1910-19,  inclusive. 

The  valuation  statute,  however,  assumes  that  a  life  insurance 
company  might  survive  even  if  it  received  only  net  premiums  by 
the  valuation  standard  mortality  table,  that  is,  that  out  of  savings 
in  mortality  estimates,  excess  interest,  and  surrender  charges  its 
management  expenses  could  be  met;  but,  by  this  new  standard, 
not  even  the  claims  could  have  been  met  and  the  reserves  main- 
tained, if  net  premiums  computed  by  that  table  had  been  charged. 

The  peril  introduced  by  removing  the  requirement  of  an  extra 
reserve  equal  to  the  present  value  of  a  deficiency  in  premiums  as 
compared  with  the  net  premiums  by  the  American  Experience 
Table  is  a  very  real  one;  these  are  a  few  phases  of  it. 

I.      WILD   COMPETITION    IX   RATES 

This  has  happened  before;  the  National  Life  of  the  United 
States  of  America  was  organized  for  that  purpose,  with  the  big 
men  of  the  day  in  it,  and  went  on  the  rocks  in  consequence; 
only  the  reserve  laws  prevented  "stipulated  premium''  being  a 
similar  experiment. 
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It  can  happen  again.  The  "term  insurance"  experimenter, 
who  started  the  American  Union  Life  on  a  basis  which  led  to  ruin, 
is  waiting  and  ready,  with  a  full  stock  of  unsound  but  taking 
theories. 

There  are  a  few  big,  strong  companies  that  would  not  be  incon- 
solable and  indeed  would  force  the  pace  a  little.  Already  one  of 
them  gives  virtually  net  American  Experience  rates  to  a  favored 
class,  and  in  1919  gives  them,  and  them  only,  a  dividend  off  that 
figure.  Others  have  put  up  deficiency  reserves  in  order  to  "cut 
under,"  on  group  insurance,  the  net  American  Experience  rates, 
even  at  a  possible  loss  to  themselves. 

2.      LOSS   OF   A   STABILIZER   IN   RATES 

The  valuation  standards,  including  the  provision  for  an  extra 
reserve  for  deficiency  in  premiums,  have  been  a  most  valuable 
stabilizer  of  life  insurance  rates  of  premiums.  No  other  branch  of 
insurance  has  anything  comparable  with  it.  In  consequence  other 
insurance  companies  arrive  at  stable  rates  only  by  agreements 
which  invite  abuses  and  the  abuses  call  down  criticism  upon  them 
or  even  anti-trust  legislation. 

In  life  insurance,  on  the  other  hand,  rates  are  stable  and  ade- 
quate though  by  no  means  uniform. 

Were  the  statutory  standards  such  as  to  remove  the  stabilizing 
effect  of  the  extra  reserve  for  premiums  below  the  net  American 
Experience  premium,  both  stability  and  adequacy  would  be 
endangered. 

3.      LOSS  OF  THE  MARGIN  OF  SAFETY  \\TIICH  HAS  SAVED  MORE  THAN 
ONE    IMPRUDENT   COMPANY 

Companies  running  for  several  years  on  a  mortality  experience 
of  about  100  per  cent  of  the  American  Experience  Table  have,  not- 
withstanding, survived  and  righted  themselves,  one  of  them  after 
being  able  to  qualify  only  on  the  American  Experience  Table  and 
4I  per  cent,  the  lowest  permitted  by  the  New  York  law,  as  a  test 
of  going  on,  without  accepting  new  business. 

A  lot  of  them,  which  have  been  saved,  would  have  gone  do\\Ti, 
had  it  not  been  for  the  margins  for  imprudent  management 
which  what  Elizur  Wright  called  a  "redundant"  mortality  table 
afforded. 


1919]  ^^"^  Table  of  Mortality  137 

For  these  reasons,  even  if  all  valuation,  or,  indeed,  any  valuation 
that  regards  the  facts,  were  net  level  premium  this  table  would  not 
be  suitable. 

More  obviousl}-,  though  not  more  certainly,  the  adoption  of 
the  new  table  would  interfere  with  the  usefulness  of  the  select  and 
ultimate  mode  of  valuation. 

The  select  A.ISI.  Table  exhibits  very  slight  effects  of  fresh 
medical  selection.     This  is  due  to  the  following: 

1.  The  average  ultimate  experience,  faithfully  represented  by 
the  ultimate  section  of  the  table,  is  very  low,  largely  because 
medical  selection  has  in  some  of  the  companies  been  so  discrimi- 
nating that  its  effects  persist  much  longer  than  five  years. 

2.  As  regards  the  other  companies,  mortality  the  first  or  second 
year  is  probably  not  much  different,  but  it  runs  up,  after  five,  six, 
or  seven  years,  to  a  higher  figure. 

Comparison  with  ultimate  death-rates,  deduced  from  their 
experience,  would,  it  is  safe  to  say,  show  much  larger  savings. 

3.  Much  attention,  too  much,  I  think,  since  the  result  is  to 
make  the  tables  inconvenient  and  troublesome  for  joint  life  cal- 
culations, was  given  to  developing  a  curve  which  closely  corre- 
sponded to  ultimate  experience. 

The  supplementary  curves  for  the  select  period,  however,  do 
not  fit  so  accurately  by  any  means.  Instead,  they  are  very  loose 
fits,  considerably  overstating  the  select  death-rates.  At  age 
thirty-five,  the  aggregate  of  gains  by  fresh  selection  are  repre- 
sented by  the  graduated  table  to  be  only  about  one-half  what  the 
actual  experience  runs,  even  when  compared  with  the  very  low 
"ultimate''  death-rates,  already  commented  upon. 

From  a  valuation  standpoint  this  may  seem  of  little  importance 
as,  while  other  states  have  tolerated  the  New  York  minimum  stand- 
ard ''select  and  ultimate,"  no  other  state  has  actually  adopted 
it,  except  New  Jersey,  in  a  modified  form  and  with  limited  appli- 
cation. 

Before  it  is  decided  to  throw  it  into  the  discard,  however,  three 
matters  should  be  considered. 

I.  It  is  the  only  minimum  standard  which  does  not  "brand"  a 
life  insurance  policy,  issued  upon  it,  as  something  different  from, 
and  presumably  less  desirable  than,  the  so-called  "full  reserve" 
policy. 
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2.  It  is  the  only  means,  yet  introduced,  by  means  of  which  a 
common  measure  afforded  for  cost  of  new  business,  in  both  mini- 
mum standard  and  so-called  "full  reserve"  companies. 

3.  It  is  the  basis  of  the  only  effective  restraint  upon  extrava- 
gance in  initial  expense  yet  in  use,  and  it  will  not  be  easy  to  bring 
another  into  use. 

It  is  worth  while  to  pause  at  this  point  and  inquire  why  it 
should  be  true  that  the  effects  of  fresh  medical  selection  endure  but 
scant  five  years  here  while  fully  ten  among  British  companies,  and 
why  ultimate  mortality  should  be  so  much  lower  here.  Does  it 
mean  that  our  medical  examination  is  less  discriminating,  or  merely 
that  the  effects  of  our  medical  selection  really  endure  more  than 
ten  years  and  so  affect  the  so-called  ultimate  death-rates  ? 

There  is  much  to  support  the  former  view.  Our  examinations 
are  very  elaborate;  the  judging  is  by  the  home  office.  British 
companies  select  physicians  with  care,  instruct  them  thoroughly, 
and  act  chiefly  on  their  judgment.  It  would  be  interesting  to 
contrast  the  examination  blank  of  the  old  Equitable,  of  London, 
with  that  of  its  New  York  namesake  or  any  other  American 
company.  The  former  is  nearly  a  blank  sheet  of  paper;  the  latter, 
an  intricate  mass  of  precise  inquiries. 

Revision  of  the  A.IM.  Table  by  including  1918-19  experience 
would  not  be  likely  to  rectify  the  feature  of  comparatively  little 
and  brief  effects  of  selection;  for  the  influenza  gave  an  unusual 
demonstration  of  the  occasional  truth  of  ''death  loves  a  shining 
mark"  by  striking  the  young  and  vigorous  especially. 

But  there  is  no  more  certain  result  of  this  investigation  than 
that  the  adoption  of  the  O'"  table,  deduced  from  the  experience  of 
the  British  companies,  as  our  statutory  standard,  with  net  rates 
computed  by  the  ultimate  section  and  minimum  reserves  by  present 
values  of  sum  insured  and  annuity  computed  by  the  select  table, 
would  be  safer  and  better  in  every  way,  assuring  really  adequate, 
though  reduced,  premium  rates,  and  therefore  really  adequate 
reserves  and  affording  a  much  better  and  more  generally  applica- 
ble basis  for  select  and  ultimate  provision  for  cost  of  new  business 
— one  which  could  to  advantage  and  without  much  disturbance 
be  substituted  for  the  modified  preliminary  term  standards, 
because  affording  an  indubitably  sufficient  provision  for  first-year 
costs.     The  "select  death-rates"  for  the  first  ten  vears  bv  the 
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0'"  table  are  not  lower  than  by  the  A.M.  Table,  and  net  rates  by 
the  ultimate  section  of  the  0'"  table  are  sufficient,  while  net  rates 
by  the  A.M.  Table  undoubtedly  would  not  be. 

The  select  and  ultimate  method  offers  life  companies  which 
really  ''reserve''  out  of  the  premiums  they  receive,  after  covering 
the  outlay  in  respect  of  the  same  policies,  the  sums  that  are  called 
reserve  instead  of  merely  ''putting  up"  the  reserve,  from  whatever 
funds,  their  only  means:  (i)  as  already  said,  of  escaping  the 
"brand"  upon  their  pohcies  of  being  something  different  from,  and 
not  so  good  as,  pohcies  for  which  "full,"  i.e.,  net  level  premium, 
reserves  are  "put  up";  (2)  of  avoiding,  for  all  time,  the  peril  of 
ha\dng  a  reactionary  wave  wipe  out  their  privileges,  because  what 
has  protected  them  is  a  "  device  "  which  proclaims  to  the  unthinking 
conscious  weakness. 

That  this  peril  is  not  fancied  must  appear  clearly,  in  view  of 
the  continued  situation  in  Massachusetts  and  the  one-time  menace 
in  Vermont  and  the  District  of  Columbia.  The  two  methods, 
modified  preliminary  term  and  select  and  ultimate  (both  of  them 
invented  and  introduced  by  the  same  person)  were  presented  to  the 
Armstrong  Committee  and  its  counsel,  without  preference;  both 
were  favored,  neither  above  the  other,  in  Mr.  McClintock's  testi- 
mony; yet  the  select  and  ultimate  was  readily  understood  and  as 
readily  adopted  by  the  Committee  and  its  counsel  as  fair  and 
reasonable  and  the  modified  preliminary  term  seemed  a  makeshift 
and,  even  if  it  had  alone  been  available,  would  apparently  have 
been  rejected.  In  Canada,  where  the  peril  has  been  obviated, 
it  was  by  a  modified  "select  and  ultimate"  plan,  produced  (as  in 
New  Jersey)  by  dodging  acknowledgment  of  what  was  really  done, 
though  allowing  "off"  of  the  "full  reserve"  certain  amounts,  to 
be  "made  good"  in  a  certain  period;  such  a  way  of  doing  it  has 
been  undeservedly  prejudicial  to  minimum  standard  companies. 

The  effect  upon  "minimum  reserve"  companies  of  adopting 
the  A.M.  Table  as  the  standard  for  net  premiums  and  reserves,  in 
case  modified  preliminary  term  valuation  is  maintained,  remains 
to  be  considered. 

At  first  blush,  as  the  amount  set  free  the  first  year  would  be 
quite  as  large,  it  may  appear  to  the  novice  among  actuaries  that 
it  would  cut  no  figure  at  all.  But,  precisely  as  regards  companies 
which  maintain  net  level  premium  reserves,  this  appearance  is 
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found  to  be  fallacious  and  for  the  same  reason,  viz.,  that  the 
absence  of  a  requirement  of  a  reserve  equal  to  the  present  value  of 
deficiency  of  premium,  as  compared  with  net  American  Experience 
premiums,  would  invite  conditions  as  respects  rates  of  premiums 
that  would  be  deadly. 

This  would  affect  preliminary  term  companies  very  particu- 
larly; because  competing  gross  premiums  would  need  only  to 
approach  P^+i  (instead  of  P^)  by  the  new  A.M.  Table  in  order  to 
put  them  hors  du  combat.  As  regards  limited  payment  policies, 
if  the  Illinois  standard  were  used,  the  case  would  be  even  worse, 
for  between  2oPx  and  the  net  renewal  premiums  of  such  companies 

P  —P\r\ 

the  excess  of  the  latter  is  not     "^    _^^   as  when  straight  modified 

^.rigl 

P  —  Pi  - 

preliminary  term  valuation  is  used,  but  — ^^^^^  ,  a  much  larger 

a  XI  g 

excess.  It  would  be  easier,  therefore,  for  a  reckless  weak  company 
or  a  greedy  and  not  public-spirited  strong  company  greatly  to 
undercut  the  rates  of  the  company  reserving  on  the  Illinois  standard 
without  incurring  the  penalty  of  reserves  for  deficient  premiums; 
that  such  competition  would  be  deadly  every  wide-awake  manager 
knows  from  the  results  of  the  adoption  by  one  or  two  of  the  strong 
companies,  of  special  rates  as  low  as  the  present  statutory  reserve 
standards  permit,  without  putting  up  reserves  for  deficient  pre- 
miums. 

Theoretically,  this  could  all  be  remedied  by  adopting  in  all  the 
states  minimum  values  for  all  the  elements  of  the  full  formula  for 
gross  premiums  to  wit: 


P'=(^(^-f<^)+/)(i-fr) 


in  which  A  is  the  net  single  premium  for  the  benefit,  </>  the  initial 
cost  of  procuring  the  business,  and /the  annual  expense  of  manage- 
ment (either  of  which  may  theoretically  be  a  constant  or  a  function 
of  the  net  or  gross  premium  or  a  combination  of  both),  and  r  the 
percentage  of  cost  of  collection  and  renewal  commission  to  the  pre- 
mium remaining  after  such  is  deducted. 

In  the  United  States  there  are  too  many  cross-currents  of  life 
insurance  company  and  local  interests  for  this  to  be  practical  as 
regards  either  minimum  premium  or  minimum  reserve  statutory 
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standards  or  both.  To  attempt  it  would  be  to  incur  wholly 
unnecessary  risk  of  various  "devices''  being  foisted  upon  the 
companies  in  different  states. 

The  Presidext:  I  would  like  to  call  on  Mr.  Buttolph.  Did 
you  have  something  to  add,  Mr.  Buttolph  ? 

Mr.  Buttolph:  It  seems  to  me  that  there  is  very  little  left 
for  me  to  say.  The  paper  submitted  and  Mr.  Hunter's  and 
]Mr.  Papps's  talks  pretty  nearly  covered  everything  that  I  had 
in  mind.  There  is  one  point  that  seems  to  me  worthy  of  some 
little  consideration  at  least,  which  has  not  been  touched  upon 
in  any  discussion  that  I  have  heard,  and  that  is  largely  an  economic 
point. 

It  seems  to  me  that  our  true  business  is  that  of  protecting  the 
state  or  society  at  large.  If  that  is  so  then  I  take  it  that  from  that 
particular  point  of  view  the  company  which  has  the  highest  rate 
of  mortality  is  the  best  company.  The  state  or  society  at  large  is 
not  particularly  concerned  as  to  whether  the  man  who  is  a  thor- 
oughly good  risk,  who  is  going  to  live  for  a  considerable  number 
of  years  longer,  is  protected  by  insurance,  so  much  as  it  is  concerned 
with  whether  or  not  the  medium  risk,  the  man  who  may  die  shortly, 
protects  his  family  by  insurance.  If  the  new  mortality  table  is 
adopted  as  the  legal  standard  for  premiums  and  for  reserves,  it 
seems  to  me  that  it  is  bound  to  raise  in  the  minds  of  the  managers 
of  most  of  our  companies  the  question  as  to  whether  or  not  they 
should  not  be  more  stringent  in  the  selection  of  their  risks.  The 
reason  may  be  a  psychological  one  or  it  may  be  based  on  real 
good  business  principle.  I  am  inclined  to  think  to  a  certain  extent 
it  is  the  latter.  But  whichever  it  may  be  I  think  the  companies 
generally  will  dislike  to  show  a  mortality  rate  largely  in  excess 
of  that  which  becomes  the  legal  standard.  If  I  am  correct  in  that, 
then  those  companies  that  feel  that  way  about  the  question  are 
certain  to  become  more  stringent  in  the  selection  of  risks,  and  it 
seems  from  the  standpoint  of  the  service  which  we  are  seeking  to 
render  to  society  that  that  will  be  a  distinct  disadvantage. 

The  President:  On  account  of  the  newness  of  this  table,  or 
at  least  its  publication,  most  of  us  had  not  had  an  opportunity 
to  think  some  of  these  matters  through,  or  there  may  be  some 
hesitancy  about  going  on  record  in  giving  an  opinion  or  asking 
a  question.     I  therefore  wish  to  remind  you  that  the  editor  of  the 
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Record  will  give  every  man  an  opportunity  to  edit  his  own  remarks 
so  that  we  need  have  no  hesitancy  in  speaking  very  frankly  and 
verv  freely  this  afternoon.  I  will  not  single  out  anyone  else  for 
punishment.  There  is  opportunity  just  .now  provided  for  every- 
body to  respond  pretty  freely.  The  meeting  is  now  open  for 
general  discussion. 

Mr.  Anderson:  Will  you  pardon  me  if  I  refer  to  the  subject 
I  mentioned  yesterday  ?  My  only  excuse  for  doing  so  is  that 
Mr.  Hunter  was  not  here  at  that  time. 

As  far  as  I  am  concerned  personally,  Mr.  Hunter  has  satisfied 
me  absolutely,  but  there  is  one  point  that  I  feel  has  not  been  ham- 
mered home  or  brought  out  as  directly  as  it  should  be:  that  is, 
that  safety  does  not  lie  in  the  amount  at  reserve  but  in  the  amount 
set  free  for  current  mortahty  from  year  to  year. 

Take  for  a  specific  example  the  American  Life  3I  gives  you 
for  the  current  cost  the  first  year  $8.84,  the  second  year  $8.89. 
How  much  is  set  free  for  current  mortality  under  the  new  table, 
for  instance  ?  Is  it  not  true  that  if  this  table  is  adopted  the  amount 
set  free  for  current  mortality  from  year  to  year  will  be  much  lower 
than  under  the  American  experience  table  ? 

Mr.  Papps:  Might  I  say  one  word  again,  and  that  is  this: 
There  are  some  that  thought  I  was  going  to  say  that  there  is  a 
heavier  mortality  under  extended  insurance.  Some  of  us  believe 
that  there  is  a  heavier  mortality  from  our  own  experience  under 
term  extension.  We  find  that  heavy  mortality  immediately  after 
the  extension  is  taken.  We  also  investigated  the  mortality  under 
paid-up  policies  taken  in  lieu  of  original  contracts.  We  have  found 
that  the  mortality  under  those  paid-up  policies  also  came  very 
close  to  the  American  table,  although  we  did  not  get  the  high  peak 
of  that  mortality  for  several  years  after  those  paid-up  policies 
were  taken.  I  think  it  is  well  to  bear  that  in  mind  when  we  are 
considering  the  effect  of  this  new  table  on  nonforfeiture  values. 

Mr.  Beckett:  The  increased  mortahty  on  extended  insur- 
ance just  after  the  period  of  extension  is  that  in  connection 
with  policies  in  which  the  extended  insurance  is  the  automatic 
feature  ? 

Mr.  Papps:     The  automatic  feature,  yes. 

Mr.  Craig:  One  of  the  leading  thoughts  in  connection  with 
the  new  table  is.  Will  it  produce  lower  rates  ?     Mr.  Hunter  has 
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brought  up  that  the  expense  rate  in  the  next  few  years  is  probabl\' 
going  to  be  higher  than  it  has  been.  The  Prudential  Life  Insur- 
ance Company  has  recognized  that  fact,  and  while  their  actuary 
and  vice-president  was  interested  in  the  construction  of  this  table 
and  was  fully  conversant  with  the  mortality  and  with  the  premium 
rates  that  it  would  produce,  immediately  after  the  table  was 
finished  his  company  adopted  a  new  table  of  premiums,  under 
which  the  loading  was  slightly  greater  than  twice  what  it  had  been 
before.  The  Metropolitan  Life,  with  the  same  general  view  of  the 
future  in  mind,  has  deemed  it  expedient  to  raise  its  rates;  so  that 
from  July  i  the  loading  on  their  new  premiums  will  be  just  twice 
what  it  has  been  in  the  past. 

With  those  two  examples  referred  to  by  Mr.  Hunter  it  looks 
as  though  there  will  be  little  reduction  in  the  rates. 

Mr.  Curjel:  There  is  one  point  which  is  somewhat  lightly 
passed  over  in  the  published  volume,  namely,  the  question  of  the 
persistence  of  the  effects  of  selection;  the  test  there  appHed  is  incon- 
clusive. If  applied  to  the  0^  experience  it  leads  to  results  similar 
to  those  arrived  at  in  this  case,  whereas  the  effect  of  selection  can 
be  very  distinctly  traced  for  at  least  twenty  years.  Though  the 
QM(io)  data  show  the  actual  deaths,  100  per  cent  of  the  expected  by 
the  0-^''5\  the  0^'-^°^  table  shows  heavier  mortality  at  the  younger 
and  lighter  mortality  at  the  older  ages  than  the  0^^^\  If  a  com- 
parison is  made  of  the  ratios  of  the  actual  to  expected  claims  for 
the  same  attained  ages  but  at  different  durations,  the  effect  of 
selection  can  be  traced  for  a  considerable  number  of  years  in  the 
A.M.  experience. 

In  the  table  that  follows  the  ratios  are  given  for  groups  of 
ten  attained  ages,  and  the  first  five  insurance  years  have  been 
combined;  then  follow  five  groups  of  ten  years,  and  the  last 
group  is  of  fifteen  years.  The  figures  are  given  for  the  entire 
experience,  though  for  the  younger  and  older  ages  the  figures  are 
too  small  for  the  ratios  to  have  any  significance. 

An  examination  of  the  figures  indicates  that  the  effect  of  selec- 
tion persists  for  a  larger  number  of  years  at  the  younger  ages 
at  issue  than  at  the  older  ages,  being  still  evident  up  to  twenty-five 
years  in  those  cases  where  the  observations  are  sufficiently  large 
to  give  regular  results.  It  would  appear  that  an  ultimate  mortality 
table  would  show  somewhat  lower  mortality  at  the  older  ages  and 
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considerably  higher  mortaHty  at  the  younger  ages  than  the  rates 
in  the  graduated  table. 


O^'^  EXPERIENCE,  ACTU.\L  DEATHS  AND  RATIO  OF  EXPECTED 

DEATHS  BY  ATTAINED  AGES  AND  BY  DURATION. 

P.\RT  OF  EXPERIENCE  ONLY.   EXPECTED 
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A  similar  phenomenon  appears  in  the  case  of  the  0'^^  experience. 
A  comparison  of  the  maturity  of  the  experience  as  compared  with 
the  0-^^  experience  may  be  of  interest ;  the  measure  used  being  the 
average  curtate  duration  before  exposure.  The  figures  are  taken 
in  both  cases  from  the  select  tables: 


A.M.  (10) 
A.M.  (5) 
A.M. 


19.26  years       O^(io) 
23  years       0^(5) 
II  .02  3'ears  |     0^ 


20 .  70  years 
1 7  .  08  years 
13-35  years 


The  A.M.  experience  shows  large  withdrawals  at  the  end  of  ten, 
fifteen,  and  especially  twenty  years. 

The  President:  I  am  necessarily  obliged  to  bring  this  discus- 
sion to  a  close  in  just  a  very  few  minutes.  My  friend  Mr.  Dawson, 
at  my  left,  has  been  making  some  notes  here.  I  believe  he  has 
something  to  contribute. 

Mr.  Dawson:  I  am  not  sure  that  I  can  make  my  contribu- 
tion in  a  very  few  moments  but  I  can  leave  a  great  deal  of  it  to 
be  printed. 

I  am  very  glad  indeed  that  I  am  succeeding  the  address  to 
which  you  just  listened  because  I  think  the  two  most  important 
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effects  of  the  table  which  we  are  considering  for  the  purpose  of 
future  adoption,  either  for  rates  or  reserves,  are  these: 

First,  that  the  table  was  based  upon  fifteen  years'  experience 
and  that  experience  was  had  during  a  period  when  there  was  no 
epidemic  and  consequently  in  which  there  is  no  provision  for  such 
a  thing  as  the  excessive  mortality  to  be  expected  from  that  epi- 
demic. It  would  have  been  better  had  the  table  been  based  upon 
the  entire  experience  of  these  companies  instead  of  upon  these 
mere  fifteen  years  selected  out  of  the  history  of  Hfe  insurance.  I 
am  perfectly  aware  that  it  would  have  cost  a  great  deal  more 
money  but  it  would  have  been  better.  It  would  be  better  now, 
and  I  think  this  is  the  only  way  in  which  we  may  waive  this  aside 
for  a  time,  and  I  personally  believe  it  should  be  waived  aside  for 
a  time,  except  for  certain  special  uses  which  have  been  very  fully 
talked  over  with  you. 

It  would  be  well  now  if  this  fifteen-year  table  is  to  stand  for 
anv  particular  use  to  ask  for  an  extension  of  the  study  so  as  to 
cover  the  experience  of  the  last  five  years,  in  order  that  the  table 
may  be  brought  up  to  the  point  where  it  has  some  provision,  some 
reasonable  provision,  for  the  high  fluctuations  in  mortahty  which 
can  and  do  take  place. 

The  other  thing  that  the  table  needs,  also,  is  a  more  careful 
and  a  more  thorough  extensive  study  of  the  effects  of  selection. 
If  it  were  true  that  American  selection  wears  out  almost  in  three 
years  and  entirely  in  five  years,  it  would  mean  a  very  serious 
matter.  Possibly  it  may  be  true  to  some  extent.  The  figures 
which  have  just  been  read  to  you  indicate  that  it  is  not  true  to 
anything  like  the  extent  that  has  been  supposed. 

If  it  were  true  it  would  be  a  peculiar  reflection  upon  our  medi- 
cal selection,  and  it  is  possible  that  it  is  true  to  some  extent,  and 
that  it  is  explained  by  a  peculiarity  of  our  medical  selection  as 
compared  with  that  in  Great  Britain  and  on  the  continent. 

The  British  companies  select  their  physicians  with  very  great 
care.  Having  selected  the  physician  with  very  great  care  they 
leave  very  largely  the  determination  of  whether  they  will  take  the 
risk  to  the  physician.  I  mean  the  examining  physician,  not  the 
medical  director. 

You  would  be  astonished,  every  one  of  you  who  is  not  already 
familiar  with  it,  to  see  the  examination  blank  of  the  Old  Equitable 
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of  London,  which  has  been  doing  business  successfully  for  over  one 
hundred  and  fifty  years.  It  is  almost  a  blank  piece  of  paper  with 
simplv  a  place  for  the  physician  to  tell  what  he  thinks  about  that 
risk. 

On  the  other  hand,  as  you  know,  ours  is  simply  a  place  where 
the  physician  writes  down  a  lot  of  detailed  things  he  finds.  If  the 
British  selection  or  the  Continental  selection  has  been  enormously 
more  effective  than  our  own  it  is  time  that  we  made  some  reform 
in  our  methods. 

I  welcomed  the  idea  of  this  table,  as  I  think  all  of  you  will 
recall.  I  think  it  is  entirely  clear  that  we  must  make  repeated 
investigations  of  the  mortality  experience  of  our  companies,  and 
we  must  not  shut  out  the  light.  It  is  not  less  light,  but  more  light, 
that  we  want. 

I  am  sure  that  the  view  which  may  prevail  here  for  the  time 
being  that  we  are  not  going  to  make  any  change  in  the  mortality 
table  is  a  mistake.  There  will  be,  either  now  or  in  the  relative!}' 
near  future,  some  new  mortality  table  substituted  for  the  American 
experience  table.  The  thing  that  we  should  look  out  for,  as  regards 
statutory  substitution,  is  that  when  it  is  made  it  will  not  do  harm, 
merely  to  write  in  the  name  of  the  new  table  and  take  out  the 
name  of  the  old,  and  that  we  do  not  have  to  tear  to  pieces  all  of 
the  legislation  of  the  country  in  regard  to  the  regulation  of  life 
insurance,  in  order  to  preserve  those  things  which  we  have  attained. 

The  main  thing  that  has  been  attained  by  American  legislation 
in  regard  to  statutory  reserves  is  this:  A  pretty  nearly  certain 
assurance  of  the  solvency  of  a  life  insurance  company  which 
actually  possesses  good  assets  equal  to  the  required  reserves. 
In  connection  with  that,  one  of  the  most  important  things  in  our 
valuation  laws,  and  where  not  in  the  laws  in  the  practice  of  actuaries 
in  valuing,  has  been  to  change  where  inadequate  rates,  even  rates 
lower  than  the  net  American  experience  rates,  are  charged,  a  defi- 
ciency reserve  equal  to  the  present  value  of  the  difference,  which  is 
added  to  the  reserve  liabilities  of  the  corporation. 

In  addition  to  that,  we  have  also,  under  our  methods  by  various 
means,  provided  in  recent  years,  the  last  twenty-five  years,  for 
initial  expenses  by  various  modifications- — preliminary  reserve, 
modified  preliminary  term,  the  select  and  ultimate- — and  we  have 
instituted  methods  by  which  we  can  make  comparisons,  and,  even. 
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as  Mr.  Hunter  has  indicated,  set  up  standards  of  aggregate  expendi- 
ture which  companies  may  incur,  and  these  are  all  based  upon  our 
mortaUty  tables  and  valuation  standards. 

If  we  can  ultimately  arrive  by  a  careful  investigation  of  mor- 
tality, through  a  longer  period,  at  a  table  which  we  would  be  pretty 
nearly  unanimous  in  agreeing  is  a  correct,  fair,  and  safe  table  and 
which  we  can  simply  write  into  the  statutes  of  the  states,  without 
making  any  further  change,  we  will,  in  my  opinion,  do  a  good 
thing;  but  until  we  do  reach  that  stage  we  had  better  be  pretty 
careful  about  it. 

If  we  must  make  our  provision  for  the  contingency  of  epidemics 
and  large  fluctuations  in  mortahty  by  means  of  a  loading,  that  is 
a  matter  that  is  pretty  serious.  One  company  may  make  it  and 
another  may  not  make  it,  unless  you  put  actual  loading  require- 
ments into  your  statutes,  which  you  would  find  a  pretty  difficult 
thing  to  do. 

Again,  if  we  adopt  a  mortality  table  so  low  that  net  rates  by 
it  will  be  very  much  lower  than  the  rates  required  to  keep  some 
companies  solvent,  you  may  be  sure  that  if  the  present  provision 
for  deficiency  reserve,  that  is,  reserve  for  deficiency  in  premiums, 
were  to  remain,  and  it  only  applied  to  the  net  premiums  computed 
by  this  new  standard,  you  will  have  reckless  institutions  that  will 
undertake  to  get  pretty  close  to  that  premium  in  their  gross  or 
oifice  premiums.  This  has  happened  before  and  it  can  happen 
again.     It  can  happen  in  two  ways. 

It  can  happen  through  the  reckless  promoters  of  companies 
of  whom  I  might  mention  that  the  chief  still  survives.  Don't 
think  that  those  promoters  can't  get  big  names  and  big  financial 
men  behind  them.  At  the  time  the  most  reckless  experiment 
of  that  kind  was  tried  in  this  country  in  the  past,  it  had  the  greatest 
financier  of  his  time  (very  soon  to  fail,  however)  and  a  man  who 
was  regarded  long  years  after  as  the  ablest  statesman  upon  financial 
matters  in  this  country,  among  its  directors,  and  the  persons  who 
caused  it  to  spring  into  existence;  or,  through  adroit  competition 
of  strong  companies  that  can  stand  it,  one  such  has  just  increased 
its  rates  but  not  its  $5,000  special  "whole  life  rate." 

There  is  one  other  thing  I  am  going  to  mention.  We  have 
in  the  United  States  the  very  unsatisfactory  condition  of  a  num- 
ber of  varying  minimum  standards  for  reserves. 
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It  ought  to  be  possible  in  regard  to  that  to  effect  two  things 
at  some  time  in  the  future,  and  you  actuaries  of  the  younger  com- 
panies who  have  the  most  serious  side  of  this  problem  to  deal  with 
ought  to  be  able  to  help  do  it  to  advantage.     Those  two  things  are: 

First,  uniformity  among  the  states  as  to  minimum  standard 
for  reserves,  and,  second,  uniform  methods  of  balancing  against 
each  other  the  returns  of  companies  that  maintain  higher  reserves 
than  the  minimum  standard  and  those  that  only  maintain  the 
minimum  standard. 

It  ought  to  be  possible  to  have  those  two  things  and  they  can 
be  secured  best,  I  still  believe,  in  view  of  things  which  I  have 
mentioned  in  the  paper  I  prepared  by  selecting  the  select  and 
ultimate  method. 

If  you  do  not,  you  will  find  you  will  have  to  agree,  like  you  did 
have  to  agree — but  you  didn't  really  agree,  because  different  states 
have  different  schemes  for  doing  it- — more  or  less  arbitrarily,  upon 
some  purely  artificial  scheme. 

If  that  be  true,  and  if  the  report  which  Mr.  Curjel  has  just 
made  here — I  haven't  had  time  to  go  into  those  figures  myself 
except  a  very  little,  and  have  not  fully  analyzed  them,  as  he  has 
done- — if  the  things  which  he  has  uncovered  prove  to  be  entirely 
as  he  has  given  them  to  you,  it  is  obvious  that,  if  a  table  is  pro- 
duced showing  the  full  effects  of  selection  by  years  of  insurance, 
you  will  have  ample  margin,  on  a  select  and  ultimate  basis.  The 
New  York  standard  in  that  regard  was  artificial  and  necessarily 
so;  a  lower  mortality  was  actually  being  experienced  by  our 
companies. 

I  mentioned  the  possibility  of  lower  rates,  very  much  lower 
rates  being  charged  by  companies  which  have  been  recklessly 
promoted,  or  by  others.  You  are  not  unaware  that  there  is  a 
disposition  on  the  part  of  the  fraternal  people  to  come  into  old 
line.  There  is  not  the  slightest  doubt  that  as  fast  as  they  come 
in  they  are  going  to  bring  with  them  their  idea  of  minimum 
premiums — recklessly,  dangerously  close  to  the  line.  You  will 
have  especial  difficulties  in  that  direction. 

To  repeat,  I  am  quite  confident  that  you  can't  pass  this  thing 
over  as  something  to  be  merely  brushed  aside.  Had  we  not  had 
the  epidemic  I  personally  do  not  believe  you  could  have  got  away 
from  the  adoption  of  this  new  mortality  table  b}-  some  of  the 
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legislatures;  and  if  some  of  them  adopt  it,  it  is  pretty  nearly  the 
same  as  if  all  had,  because  all  of  you  will  come  under  it  if  you  do 
business  in  that  state.  On  account  of  the  epidemic  and  on  account 
of  its  demonstration,  for  it  is  a  complete  demonstration,  had  we 
had  such  a  mortality  table  in  existence  then,  our  companies  would 
have  gone  down  almost  by  wholesale.  You  now,  however,  have 
a  very  different  condition. 

If  you  are  willing  to  take  it  up  from  a  purely  constructive 
standpoint  and  begin  anew  with  the  aid  of  the  splendid  men  who 
have  had  charge  of  it  and  who  would,  I  am  sure,  be  willing  to  go 
on,  you  will  bring  about  a  result  that  both  the  larger  and  the  smaller 
companies  will  be  glad  to  see  adopted. 

Mr.  Glover:  I  haven't  given  enough  thought  to  this  subject 
to  do  more  than  venture  a  few  remarks  which  express  my  opinion 
in  the  hght  of  the  discussion  on  the  paper  read  by  Mr.  Hunter. 

The  mortahty  table  may  be  approximately  represented  by  a 
continuous  curve,  expressing  the  probabilities  of  life  and  death 
for  a  definite  range  of  ages. 

The  reason  why  life  insurance  companies  employ  a  mortality 
table  is  because  they  must  have  some  measure  of  what  these 
probabiUties  are  in  advance.  If  they  could  wait  to  assess  the 
premium  until  after  the  event  happened,  a  life  table  would  not 
be  necessary.  Again,  if  mortality  were  fixed  by  an  absolute  set 
of  probabilities  which  we  knew  in  advance  it  might  be  desirable 
to  use  that  table. 

We  know  that  no  such  table  exists,  and,  furthermore,  that  we 
cannot  tell  in  advance  what  the  fluctuations  are  going  to  be  from 
any  fixed  table  which  we  may  adopt. 

The  table  under  discussion  is  one  based  on  the  actual  experience 
of  fifteen  years.  To  adopt  it  would  be  the  same  as  assuming,  it 
seems  to  me,  that  the  experience  for  the  next  year  or  the  next  two 
years,  or  whatever  period  we  wished  to  consider,  will  correspond 
to  this  table. 

I  do  not  believe  it  would  be  wise  to  adopt  a  theoretically  true 
table,  that  is,  one  running  close  to  actual  experience.  The  Ameri- 
can Experience  Table  as  compared  with  the  A.M.  Table  shows  a 
higher  rate  of  mortality  for  the  lower  ages  and  a  lower  rate  for  the 
higher  ages.  This  brings  to  my  mind  the  suggestion  made  by 
Mr.  Dawson  a  few  moments  ago  that  we  should  adopt  a  table 
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whose  rates  of  mortality  are  above  those  in  this  table  which  repre- 
sents the  actual  rates  experienced  on  American  lines. 

The  life  insurance  contract  should,  of  course,  be  built  upon  a 
solid  foundation;  and  it  is  the  duty  of  the  actuaries  to  see  that  the 
table  adopted  is,  first  of  all,  a  safe  table,  and  no  table  can  be  called 
safe  which  has  not  a  considerable  margin  above  the  actual  experi- 
ence. I  do  not  think  it  is  safe  to  use  such  a  table  for  the  reason 
that  fluctuations  are  likely  to  arise,  as  we  have  seen  during  the 
last  two  years,  which  would  make  a  table  anywhere  near  the  actual 
facts  for  a  range  of  years  quite  inadequate. 

After  what  has  been  said,  it  seems  to  me  that  we  have  to  meet 
two  practical  conditions:  To  adopt  a  table  which  more  nearly 
follows  the  probabihties,  as  expressed  in  recent  years,  perhaps  the 
last  fifteen  years,  but  which,  however,  is  just  as  safe  and  with  as 
ample  a  margin  as  the  table  we  are  now  using,  that  is,  the  American 
Experience  table. 

Would  it  not  be  desirable,  then,  to  use  this  experience  as  a 
guide  in  making  a  new  table  properly  loaded  for  fluctuations  and 
contingencies.  This  may  be  done,  for  example,  by  raising  the 
rates  of  the  A.M.  Table  a  certain  amount  in  a  certain  way  through 
the  entire  range  of  the  table,  such  advance  to  be  based  on  both 
practical  and  theoretical  considerations. 

The  chief  advantage  gained  from  the  compilation  of  the  experi- 
ence on  insured  lives  in  this  new  table  is  to  inform  the  actuaries, 
and  make  it  possible  for  them  to  show  the  public,  what  the  actual 
conditions  are  and  whether  the  measure  of  safety  which  they  are 
now  providing  is  justified. 

The  new  table  must  therefore  certainly  be  a  table  which  is, 
I  might  say,  a  loaded  table,  not  loaded  for  expenses,  but  for  con- 
tingencies and  the  fluctuations  in  mortality  which  we  cannot 
measure  in  advance. 

To  summarize,  then,  while  it  is  theoretically  satisfactory  to 
have  a  table  expressing  actual  probabilities,  such  a  table  is  unde- 
sirable and  not  safe  for  practical  uses,  and  the  criticism  of  our 
present  table,  if  it  is  justified,  is  not  so  much  that  it  is  too  liberal 
a  table  but  that  the  margin  of  safety,  has  not  been  properly 
distributed. 

The  President:  Air.  Hunter,  will  you  close  the  dis- 
cussion ? 
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Mr.  Hunter:     There  is  just  one  feature  to  which  I  should 
like  to  refer  in  closing,  namely,  the  question  of  selection. 

When  the  Medico-Actuarial  Mortality  Table  was  first  pro- 
duced the  committee  thought  that  mistakes  had  been  made 
because  the  effect  of  selection  apparently  passed  in  five  years. 
The  result  was  that  the  committee  delayed  publication  for  several 
months  until  at  least  six  different  companies  had  compared  their 
experience  with  the  M.z\.  to  find  out  whether  the  collective  experi- 
ence agreed  with  the  individual  company  experience.  Since  that 
time  the  experience  of  several  companies  has  shown  that,  on  the 
basis  of  policies,  the  Medico-Actuarial  Investigation  represented 
closely  the  facts.  When  we  prepared  this  new  experience  we  antici- 
pated that  the  apparent  effect  of  selection  would  not  show  beyond 
five  insurance  years.  When  the  first  draft  of  Volume  I  of  the 
American-Canadian  Mortahty  Table  was  written  it  contained  a 
different  statement  regarding  the  effect  of  medical  selection  than 
appeared  in  the  final  draft.  I  stated  that  the  results  of  medical 
selection  together  with  the  efforts  of  the  companies  to  exclude 
any  but  the  best  type  of  risks  had  resulted  in  a  selection  which 
really  lasted  for  more  than  five  policy  years,  but  this  was  not 
apparent  in  the  rates  of  mortality  because  they  were  exceedingly 
low,  especially  at  the  younger  ages.  If  the  "ultimate"  mortahty 
decreases  from  100  per  cent  of  the  American  Table  at  the  younger 
ages  to  50  per  cent  of  that  table,  the  same  sharp  effect  of  medical 
selection  cannot  be  seen;  and  if  the  mortality  became,  at  the 
younger  ages,  30  per  cent  of  the  American  there  would  be  a  still 
smaller  apparent  effect  of  selection  in  the  early  policy  years. 
That  explanation  was  eliminated  from  the  report,  but  it  represents 
my  own  feeling  on  the  subject.  I  think  we  must  change  our  point 
of  view  with  regard  to  selection.  We  should  not  say  that  the 
effect  of  medical  selection  lasts  for  five  years  because  we  can  only 
see  a  slight  effect  after  five  policy  years.  We  should  rather  say 
that  the  ultimate  table  which*  has  been  based  on  the  data  for 
the  sixth  and  succeeding  policy  years  is  low  because  the  effect 
of  medical  selection  still  remains.  That  is  a  new  point  of  view,  and 
I  think  it  is  worth  thinking  over. 

Mr.  Mead:     The  selection  on  that  table  is  permanent. 

Mr.  Hunter:     The  selection  remains  for  many  years. 

Mr.  Mead:     There  are  two  types  of  selection. 
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Mr.  Hunter:  With  regard  to  the  statement  of  Mr.  Dawson's 
that  he  wished  that  more  careful  attention  had  been  given  to  the 
number  of  pohcy  years  to  be  excluded  in  order  to  get  the  ultimate 
rate,  there  was  no  part  of  the  investigation  which  was  given  more 
careful  consideration.  It  was  the  one  point  on  which  there  was  a 
marked  difference  of  opinion  between  the  committee  of  the  Ameri- 
can Institute  and  that  of  the  Actuarial  Society.  We  had  two 
meetings  and  the  most  of  the  time  was  taken  up  with  discussing 
that  one  particular  phase.  It  was  given  the  most  careful  considera- 
tion. The  statements  which  Mr.  Curjel  now  makes  but  which 
he  has  elaborated  were  before  both  committees  when  they  came 
to  their  decision.  While  theoretically  I  am  inclined  to  think  that 
Mr.  Curjel  is  right,  as  a  practical  matter  the  committee  decided 
that  the  difference  between  excluding  five  policy  years  and  ten 
or  more  years  was  negligible.  If  the  experience  for  the  sixth  to 
the  tenth  insurance  years,  inclusive,  is  measured  by  the  ultimate 
table  (A.M.  [5])  it  comes  to  100 .  i  per  cent  of  the  expected  deaths. 

With  reference  to  another  suggestion  of  Mr.  Dawson's  I  am 
reasonably  satisfied  of  this,  that  there  is  no  table  today,  based  on 
American  experience,  which  could  be  inserted  in  our  laws  in  place 
of  the  American  table. 


WHAT  SHOULD  BE  THE  RATIO  OF  THE  NET  AND  GROSS 

AMOUNTS  ASSUMED  BY  A  COMPANY  ON 

A  SINGLE  LIFE 

AND 

MODIFICATION  OF  COMMISSIONS  TO  AGENTS  ON  POLICIES 

REINSURED  FOR  AMOUNTS  IN  EXCESS  OF 

THE  COMPANY'S  LIMIT 

Mr.  Graham:  The  question  is  one  of  no  little  importance 
at  present  in  view  of  the  very  rapid  developments  which  have  taken 
place  within  recent  times  in  the  attitude  of  the  pubHc  toward  life 
insurance.  Men  of  means  are  learning  that  life  insurance  is  the 
one  satisfactory  method  whereby  they  can  make  proper  provision 
for  inheritance  taxes.  The  attitude  of  the  government  in  the 
matter  of  soldiers'  and  sailors'  insurance,  and,  according  to  pre- 
war standards,  the  very  liberal  protection  which  was  provided  for 
the  soldier,  brought  to  the  minds  of  the  whole  people  a  new  con- 
ception of  life  insurance  and  accomplished  much  in  teaching  them 
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the  insufficiency  of  a  few  thousand  dollars  of  insurance  for  the 
purpose  of  protection.  The  very  great  increase  in  the  cost  of 
commodities  and  the  correspondingly  reduced  purchasing  power 
of  money  have  further  emphasized  to  the  public  the  need  of  larger 
amounts  of  insurance. 

As  a  consequence  of  these  conditions  and  the  ceaseless  efforts 
of  the  companies  themselves  to  educate  people  as  to  what  is  an 
adequate  amount  of  insurance  we  find  today  that  not  only  is  the 
total  volume  of  insurance  tremendously  growing  but  the  increased 
amount  applied  for  by  individuals  is  presenting  to  the  companies 
an  important  problem  of  how  best  to  care  for  the  situation. 

From  the  title  given  to  this  subject  for  discussion  it  is  evidently 
intended  that  we  are  to  assume  that  the  proper  net  amount  to  be 
carried  by  the  principal  company  has  been  determined.  It  will 
have  been  arrived  at  after  due  consideration  of  the  many  factors 
involved,  including  the  total  insurance  at  risk,  the  number  and 
kind  of  policies,  the  quality  of  the  risks,  the  tabular  mortality,  and 
the  percentage  of  tabular  mortality  which  is  expected  and  relied 
upon  for  the  proper  conduct  of  the  business,  such  as  maintenance 
of  the  dividend  scale  for  participating  business  and  provision  for 
expenses  in  excess  of  the  loading  on  non-participating  business. 
Other  factors  are  the  extent  of  the  adverse  fluctuation  which  can 
be  withstood,  and  the  amount  of  the  surplus  and  mortality  fluctu- 
ation or  contingency  funds. 

In  seeking  the  answer  to  our  question  we  must  necessarily 
keep  within  the  limits  of  the  statutory  requirements.  There  is 
no  uniformity  in  the  statutes  of  the  various  states  touching  this 
point.  In  the  majority  of  states  there  is  no  law  bearing  on  the 
matter,  and  this  is  good  law. 

We  find  that  Indiana,  Massachusetts,  Minnesota,  and  North 
CaroHna  permit  the  reinsurance  of  not  to  exceed  one-half  of  a 
single  risk.  Connecticut  requires  that  the  amount  reinsured  in  any 
one  company  shall  not  exceed  the  amount  retained  by  the  principal 
company.  Oklahoma  permits  reinsurance  of  two-thirds  of  a 
single  risk.  Maine  and  Ohio  permit  the  reinsurance  of  80  per  cent 
of  a  single  risk.  Missouri  had  a  similar  restriction  until  the  last 
session  of  the  legislature,  when  it  was  removed.  Some  of  these 
states  permit  the  reinsurance  of  the  whole  of  a  risk  on  authority 
from  the  insurance  commissioner. 
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In  the  matter  of  allowing  credit  for  reserves  on  business 
reinsured  the  laws  and  practice  of  the  states  are  again  quite  varied. 
Some  states  allow  full  credit  for  the  reserve  on  business  reinsured 
regardless  of  whether  or  not  the  reinsuring  company  is  licensed 
to  do  business  in  that  state.  Others  limit  the  reserve  credit  to 
the  business  reinsured  in  companies  authorized  to  transact  business 
in  the  state,  while  others  again  allow  credit  for  all  reinsurance  in 
companies  which  can  meet  the  requirements  for  obtaining  license 
to  do  business. 

Another  legal  feature  of  the  problem  is  the  rule  as  to  the  taxa- 
tion of  these  reinsurance  premiums.  It  is  customary  to  allow 
credit  in  making  the  premium  tax  return  in  some  states  for  the 
amount  paid  for  reinsurance  on  the  business  involved,  and  in 
others  for  the  amount  received.  Oregon  allows  credit  for  reinsur- 
ance premiums  both  paid  and  received.  Other  states  permit  no 
deduction  whatever  on  this  account  or  limit  the  deduction  to  the 
premiums  on  reinsurance  in  companies  licensed  in  the  state. 

The  attitude  of  the  agency  department  will  generally  be  found 
to  favor  the  issuance  of  as  large  policies  as  the  field  men  can  write, 
and  it  seems  fair  to  argue  that  the  company  should  exert  itself  as 
far  as  possible  to  furnish  such  service  to  the  field  men;  otherwise 
the  agents  will  seek  brokerage  connections  with  other  companies 
or  Math  the  representatives  of  other  companies,  a  situation  which 
is  not  looked  on  with  favor  by  anyone. 

If  the  agent's  contract  provides  that  he  shall  not  place  business 
wnth  any  other  company,  the  responsibility  on  his  own  company  is 
still  greater.  An  effort  should  be  made  to  handle  for  him  the  whole 
amount  of  business  possible  for  him  to  secure.  The  most  efficient 
agents  will  naturally  be  attracted  to  those  companies  which  place 
the  least  restrictions  on  their  producing  capacity  and  consequently 
on  their  earning  ability. 

The  business  of  a  life  insurance  company  is  to  insure  lives. 
The  more  lives  it  insures,  the  larger  amounts  these  lives  are  insured 
for,  always  within  the  bounds  of  sound  underwriting,  the  more 
completely  is  the  company  fulfilling  its  purposes. 

By  placing  a  minimum  of  restriction  on  the  agent's  eft'orts 
to  sell  insurance  his  highest  efficiency  is  preserved  and  it  will  be' 
reflected  in  the  volume  of  business  he  produces  and  in  the  total 
insurance  in  force,  net  as  well  as  gross.     An  increase  in  the  net 
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amount  of  insurance  in  force  will  produce  broader  averages  and 
thereby  reduce  possible  fluctuations. 

The  insurance  company  should  therefore  exert  itself  and 
devise  ways  and  means  whereby,  without  embarrassment  to  it,  the 
production  of  its  agency  force  can  be  taken  care  of  directly  by  it- 
It  must,  of  course,  be  kept  in  mind  that  policies  of  large 
amount  do  not  show  as  favorable  a  mortality  as  the  average  of 
the  company,  and  the  moral  and  speculative  hazard  is  an  ever- 
increasing  one  with  the  increase  in  the  amount  of  insurance  on  the 
individual  application. 

It  may  be,  however,  that  because  of  the  increase  in  the  num- 
ber of  policies  of  large  amounts  written  on  the  lives  of  men  who 
more  nearly  live  under  normal  average  conditions  than  the  very 
wealthy,  the  speculator,  and  the  high-pressure  business  man,  who 
have  in  the  past  largely  made  up  the  group  of  purchasers  of  large 
amounts  of  insurance,  we  may  expect  to  see  some  reduction  which 
will  result  in  a  mortality  experience,  among  those  insured  for 
large  amounts,  more  nearly  approaching  the  average. 

There  are  two  plans,  it  occurs  to  me,  which  may  be  employed 
for  the  reinsurance  of  surplus  amounts  on  individual  risks,  en- 
abling the  principal  company  to  handle  amounts  limited  only  by 
the  extent  of  its  reinsurance  facilities. 

The  first  is  the  yearly  renewable  term  plan  for  a  decreasing 
amount  of  insurance  equal  to  the  net  amount  at  risk  on  the  portion 
reinsured. 

Sometimes  the  net  amount  of  reinsurance  is  arrived  at  by 
deducting  the  total  reserve  from  the  portion  of  the  gross  amount 
reinsured.  This  results  in  the  principal  company  carrying  a  con- 
stant unreducing  amount  on  the  life  which  is  not,  in  my  opinion, 
in  practice  so  desirable  for  the  principal  company  for  the  reason 
that  sooner  or  later  most  risks  become  impaired  and  a  reducing 
liability  is  then  much  to  be  desired. 

A  special  form  of  the  yearly  renewable  term  plan  is  to  provide 
for  a  reduction  by  a  fixed  amount  periodically  rather  than  to  pro- 
vide for  reserve  on  the  portion  reinsured.  In  this  way  the  principal 
company  anticipates  its  growth  and  ability  to  take  care  of  larger 
amounts  as  time  goes  on. 

I  see  no  advantage  in  this  method  over  an  agreement  with  the 
reinsuring  company  providing  for  a  reduction  in  the  amount  of 
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the  reinsurance  as  and  when  the  principal  company  increases  its 
own  retention.  Some  companies  will  not  themselves  assume  any 
risk  on  substandard  business  but  as  an  accommodation  to  the  agent 
will  seek  to  reinsure  the  whole  amount  at  risk.  I  see  no  objection 
to  this,  either  on  the  yearly  renewable  term  plan  for  the  net  amount 
at  risk,  or  on  the  coinsurance  plan.  In  either  case  the  reinsuring 
company  will  be  entitled  to  receive  the  extra  premium  and  the 
principal  company  will  have  to  see  to  it  that  it  collects  from  the 
insured  a  premium  sufficient  to  enable  it  to  pay  this  extra. 

The  rates  generally  charged  for  this  form  of  reinsurance  are 
very  little  in  excess  of  the  American  3^  per  cent  net  premiums,  and 
liberal  allowances  can  as  a  rule  be  secured  from  the  reinsuring 
company  in  the  form  of  a  reduction  of  the  first  premium. 

Under  this  plan,  while  the  principal  company  foregoes  the 
mortality  profits  on  the  portion  of  the  risk  reinsured  and  also  has 
to  meet  a  slight  loading  charge,  it  retains  to  itself  all  of  the  excess 
interest  earnings  on  the  reserve  on  the  whole  amount  of  the  policy 
and  the  balance  of  the  loading  in  the  premium  paid  by  the  insured; 
the  excess  interest  after  the  first  year  or  two  will  more  than  offset 
the  trifling  loading  charge  in  the  reinsurance  premium.  It  also 
retains  to  itself  all  profit  that  there  may  be  in  the  form  of  sur- 
render charge  on  discontinuance  of  the  principal  policy. 

If  a  higher  rate  of  commission  be  allowed  the  agent  the  first 
year  than  the  reduction  allowed  by  the  reinsuring  company  it 
would  be  proper  to  make  a  corresponding  reduction  in  the  com- 
mission to  the  agent  on  the  portion  of  the  premium  paid  out 
for  reinsurance.  The  same  condition  would  apply  to  renewal 
premiums. 

I  have  particularly  in  mind  policies  on  the  non-profit-sharing 
plan.  The  situation  may  become  a  little  complicated  if  the 
principal  policy  is  issued  on  the  annual-dividend  plan,  because 
then  the  principal  company  will  have  to  pay  the  dividend  on  the 
gross  amount  of  insurance,  although  it  has  had  to  forego  the  mor- 
tality savings  which  in  the  early  years  of  the  policy  are  likely  to 
be  the  main  source  of  profit  on  that  portion  of  the  risk  reinsured. 
It  is  seldom,  however,  that  over  a  period  of  years  the  volume  of 
business  reinsured  or  the  amount  of  profit  that  has  had  to  be 
foregone  is  likely  to  make  any  appreciable  reduction  in  the  surplus 
earnings  of  the  company  that  will  not  be  offset  by  the  advantages 
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that  will  accrue  to  the  company  through  the  wider  service  it  is 
able  to  offer  through  its  agents  to  its  policyholders. 

This  diflSculty  can  always  be  overcome  by  resorting  to  the 
coinsurance  plan,  which  is  the  second  plan  to  be  described. 

The  second  method  is  generally  described  as  "coinsurance." 
According  to  this  scheme  the  reinsuring  companies  assume  a 
proportionate  part  of  all  liabilities  under  the  principal  policy, 
including  dividends  if  participating,  in  consideration  of  the  pay- 
ment to  them  of  a  proportionate  part  of  the  premiums  less  com- 
missions at  the  rate  paid  by  the  principal  company  and  allowances 
for  examination  and  inspection. 

By  this  plan  the  principal  company  makes  no  profit  whatever 
out  of  the  proportion  of  the  policy  reinsured  and  there  is  some 
expense  incurred  in  obtaining  the  necessary  reinsurance.  For 
this  reason  this  plan  is  less  favorable  to  the  principal  company 
under  ordinary  circumstances  than  the  yearly  renewable  term  plan 
for  the  net  amount  at  risk.  It  may  be  used  to  supplement  that 
plan. 

Under  either  of  these  procedures  I  see  no  need  for  the  company 
to  place  restrictions  on  itself  as  to  the  total  amount  of  insurance 
it  will  issue  on  a  single  life,  provided  that  in  doing  so  it  does  not 
violate  any  state  requirement  or  place  on  itself  an  excessive 
premium  tax  burden  and  provided  it  can  secure  the  reinsurance 
in  companies  that  will  permit  of  the  principal  company  taking 
credit  for  the  reinsurance  reserve. 

Companies  newly  established  should  not  seek — it  is  unlikely 
that  they  will  be  offered — policies  of  too  large  amount,  the  termina- 
tion of  which  or  payment  of  the  loss  thereon  would  embarrass 
them  by  too  sharp  a  fall  in  the  insurance  account  or  reserve  fund. 
This  is  simply  a  matter  for  good  business  judgment. 

The  requirement  of  the  Connecticut  law  that  the  amount 
reinsured  in  any  one  company  shall  not  exceed  the  amount  retained 
by  the  principal  company  is  similar  to  the  rule  followed  by  many 
companies  in  accepting  reinsurance,  but  this  is  a  precautionary 
measure  which  can  well  be  departed  from  when  the  contracting 
companies  are  in  close  agreement  in  their  rules  as  to  selecting  risks 
and  the  principal  company's  normal  maximum,  which  of  course 
it  must  have  assumed  on  the  risk  in  question,  is  less  than  that  of  the 
reinsuring  company. 
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Some  companies  will  not  carry  as  large  an  amount  on  the  term 
plan  as  they  will  on  the  life  or  endowment  plan.  This  practice 
is  followed  because  the  amount  at  risk  on  term  insurance  is  not  a 
decreasing  amount  and  further  with  the  object  of  avoiding  exces- 
sive losses  on  speculative  risks  and  the  heaNaer  mortality  known 
to  apply  to  term  insurance.  Although  the  reinsuring  company  is 
granting  term  insurance,  these  objections  do  not  apply  where  the 
principal  policy  is  issued  on  the  life  or  endowment  plan,  con- 
sequently the  reinsuring  company  can  accept  reinsurance  up  to  its 
normal  limit  for  life  and  endowment  insurance. 

Death  claims  are  as  a  rule  payable  immediately  upon  receipt 
of  due  proof  of  death,  but  some  little  delay  is  bound  to  occur 
between  the  time  payment  is  made  b}'  the  principal  company  and 
the  receipt  by  it  of  the  reinsurance  due  from  the  reinsuring  com- 
panies. It  has  been  not  unknown  for  even  a  longer  time  to  elapse 
before  the  principal  company  receives  its  money  from  the  reinsur- 
ing company  than  is  necessary  for  the  transmission  of  the  informa- 
tion as  to  the  death  loss  and  mailing  of  the  remittance  from  the 
reinsuring  to  the  principal  company.  This  loss  is  seldom  great 
but  it  can  be  covered  by  an  agreement  that  in  the  event  of  a  delay 
of  more  than  seven  days  in  remitting  after  being  notified  of  the 
loss  the  reinsuring  company  shall  pay  interest. 

A  plan  of  reinsurance  that  is  still  occasionally  used  is  the  five- 
and  ten-year  renewable  term  for  a  constant  proportion  of  the  gross 
amount  issued  by  the  principal  company. 

The  loading  charged  is  usually  higher  than  when  premiums 
are  computed  on  the  net-amount-at-risk  basis.  An  anomaly  may 
arise  such  that  after  the  lapse  of  a  number  of  years  the  principal 
company  may  have  a  less  amount  at  risk  than  the  reinsuring  com- 
pany, or  it  may  even  be  that  the  amount  of  reinsurance  plus  the 
reserve  will  exceed  the  total  liability  of  the  principal  company. 
In  event  of  the  death  of  the  insured  under  such  conditions  the 
principal  company  would  actually  show  a  profit,  although,  of 
course,  this  would  be  offest  by  the  reinsurance  premiums  and  the 
loadings  thereon  that  it  will  have  actually  paid  out. 

Companies  which  persist  in  using  this  cumbersome  and  ill- 
adapted  form  would  do  well  to  restrict  the  gross  amount  they 
will  issue  on  an  individual  risk  to  an  amount  not  greatly  in  excess 
of  their  own  retentions.     In  fact,  I  would  go  so  far  as  to  say  that 
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a  company  that  is  not  willing  to  reinsure  the  excess  over  its  own 
retentions  on  the  yearly  renewable  term  plan  for  the  net  amount 
at  risk,  or  to  coinsure,  had  best  confine  its  business  to  amounts 
within  its  own  retentions. 

Occasionally  the  principal  company  will,  presumably  after 
having  exhausted  all  its  usual  reinsurance  faciUties,  accept  reinsur- 
ance written  on  the  policy  form  and  at  the  rates  of  the  reinsuring 
company  equivalent  to  the  plan  of  insurance  applied  for  to  the 
principal  company. 

This  does  not  seem  to  me  to  be  a  desirable  procedure,  but 
indicates  a  laudable  desire  on  the  part  of  the  company  to  accom- 
modate its  agents,  perhaps  a  little  influenced  by  an  ambitious  new 
business  department.  It  is  not,  in  my  opinion,  at  all  satisfactory 
as  a  general  rule,  and  when  resorted  to  care  must  be  taken  that 
there  are  no  restrictions  in  the  reinsuring  company's  policy  in 
conflict  with  the  principal  company's  policy. 

An  instance  of  this  would  arise  if  the  reinsuring  company 
excludes  liabiHty  in  event  of  death  as  a  result  of  military  or  naval 
service,  while  the  principal  company's  policy  is  unrestricted  in 
this  respect.  Loan  and  surrender  values  may  be  allowed  by  the 
principal  company  after  two  years'  premiums  have  been  paid,  and 
not  allowed  by  the  reinsuring  company  until  after  three  years' 
premiums  have  been  paid.  Reinsurance  of  a  nonpar ticipa ting 
policy  by  means  of  a  participating  policy,  or  the  reverse,  can  only 
be  justified  on  the  grounds  of  expediency  and  after  the  maximum 
possible  cost  to  the  principal  company  has  been  computed  and 
accepted  by  it  as  not  too  great  a  price  to  pay  for  the  accommo- 
dation it  is  seeking.  At  best  it  is  an  undesirable  modification  of 
coinsurance. 

In  the  natural  course  of  events  as  a  company  increases  in  size 
the  amount  it  is  able  to  carry  itself  increases,  and  as  this  amount 
increases  it  can  arrange  for  cancelation  of  all  reinsurance  it  has 
heretofore  secured  within  its  new  limits  of  retention.  Should 
a  company  have  been  compelled  to  restrict  itself  in  its  earlier 
years  to  writing  a  gross  amount  less  than  its  new  limits,  it  has 
sacrificed  some  opportunity  for  profitable  business. 

Of  course  there  is  a  limit  to  the  amount  of  insurance  for  which 
each  man  is  insurable  and  which  he  is  justified  in  carrying  on  his 
life,  depending  on  his  individual  circumstances.     It  is  my  opinion 
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that  this  is  the  only  hmit  which  need  be  placed  upon  the  amount 
of  insurance  a  company  will  issue  on  an  individual  risk,  provided 
it  has  the  reinsurance  facilities  to  handle  all  in  excess  of  its  own 
retentions  on  either  the  yearly  renewable  term  plan  or  the  coinsur- 
ance plan.  As  the  principal  company  increases  in  size  it  will  be 
able  itself  to  assume  more  and  more  of  the  amount  issued  by  it 
on  such  maximum  cases;  its  reinsurance  is  thereby  held  down  to 
a  temporary  accommodation  for  the  minimum  amount  necessary 
to  its  protection. 

Where  there  is  a  total  and  permanent  disability  benefit  incor- 
porated with  the  principal  policy  the  question  arises  as  to  the  extent 
to  which  the  principal  company  should  reinsure  this  feature.  As 
the  total  and  permanent  disability  and  death  risks  cannot  simul- 
taneously cause  a  strain  on  the  company's  resources,  it  is  not 
necessary  to  include  these  two  possible  liabilities  within  the  con- 
fines of  the  maximum  retention  of  the  company  on  a  life  risk. 

In  handling  cases  of  large  amounts  the  temptation  is  ever 
present  to  slough  over  features  of  the  risk  which  might  not  be 
ignored  were  smaller  interests  of  company,  applicant,  and  agent 
at  stake.  These  are  the  cases  of  all  cases  to  which  an  inviolable 
application  of  the  company's  rules,  constructed  from  the  best 
experience  of  the  company's  ofiicials  at  a  time  when  uninfluenced 
by  any  other  interest,  should  be  completely  enforced.  If  a  case 
would  not  be  accepted  were  only  a  small  amount  involved,  then 
assuredly  it  should  not  be  accepted  because  a  large  amount  is 
involved  and  because  of  the  opportunity  presented  to  swell  the 
statistics  of  the  company. 

Mr.  Dunlap:  This  question  should  be  taken  in  connection 
with  "  Modification  of  Commission  to  Agents  on  Policies  Reinsured 
for  Amounts  in  Excess  of  the  Company's  Limit,"  as  they  are  very 
closely  related. 

If  each  company  should  establish  as  the  largest  amount  it  would 
write  the  same  amount  that  it  retains  as  its  own  liability  the  average 
agent  would  be  compelled  to  represent  several  companies  and  sell 
in  many  cases  several  policies.  Thus  it  can  be  easily  seen  that  the 
pressure  behind  reinsurance  is  the  agency  force  itself,  and  it  is 
almost  impossible  for  a  company  to  establish  a  definite  limit 
beyond  which  it  will  not  go  unless  it  carries  a  large  line.  A  large 
policy  on  a  prominent  man  is  a  great  advertisement  for  a  smaller 


1 62  Ratio  of  Amounts;   and  Commissions  [June 

company  and  aside  from  the  agent  the  company  Ukes  to  see  the 
large  poUcies  appear  in  volume  of  insurance  written  and  paid  for. 
By  reference  to  a  late  publication  it  was  found  that  a  major 
portion  of  the  companies  had  no  limit  as  to  the  amount  they  would 
write,  but  the  following  may  be  interesting  and  give  the  attitude 
of  sixty  companies. 

FORTY-FOUR  COMPANIES,  RETAINING  $5,000 
19  would  write  $10,000 


4 

15,000 

I 

20,000 

IS 

2  5 ,000 

I 

30,000 

I 

35,000 

3 

50,000 

FOURTEEN  COMPANIES,  RETAINING  $10,000 

6  would  write  $  25,000 
2      "  "         20,000 

4      "  "         50,000 

2  "  "       100,000 

FOUR  COMPANIES,  RETAINING  $15,000 

I  would  write  $25,000 

3  "  "       50,000 

Few  companies  whose  retention  was  $20,000  or  over  had  a 
limit  to  the  amount  they  would  write,  and  I  doubt  very  much 
whether  any  large  proportion  of  the  companies  included  in  the 
foregoing  table  would  limit  the  amount  applied  for. 

In  a  number  of  states  there  is  a  limit  placed  on  the  amount 
of  any  individual  risk  that  a  company  may  reinsure  which  settles 
this  particular  question  with  companies  located  in  these  states, 
but  as  these  restrictions  affect  very  few  companies  the  field  is 
open  for  each  individual  company  to  make  its  own  decision,  and 
so  far  as  I  can  determine  there  is  practically  no  company  that 
limits  the  amount  of  insurance  for  which  it  will  accept  an  appU- 
cation. 

There  is,  without  question,  a  small  loss  where  reinsurance  is 
effected,  but  as  the  amount  of  reinsurance  which  an  individual 
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company  does  is  not  of  a  very  great  amount  this  loss  may  be  easily 
absorbed  in  the  general  surplus  of  the  company. 

With  a  non-participating  company  where  the  loss  from  loading 
in  most  cases  exceeds  the  gain  from  interest  there  is  bound  to  be 
a  considerable  loss  from  reinsurance,  except  in  coinsurance,  and  I 
believe  that  most  nonparticipating  companies  coinsure  in  prefer- 
ence to  rdnsuring. 

With  the  majority  of  the  companies  the  size  of  the  company 
itself  will  practically  limit  the  size  of  the  application  for  insurance, 
that  is,  a  small  company  would  not  very  often,  at  least,  receive 
an  application  for  a  large  amount  of  insurance  and  it  would  not 
make  necessary  a  reinsurance  of  a  large  portion  of  any  individual 
case. 

I  have  recently  seen  in  some  discussion  of  reinsurance  that 
there  was  a  considerable  profit  from  cancelations,  and  I  wish  to 
give  an  illustration  of  the  heavy  cancelation  of  reinsured  business. 
A  company  with  which  I  was  connected  recently  had  a  volume  of 
830,000,000  which  it  had  accepted  from  other  companies.  This 
volume  required  new  business  of  $10,000,000  of  reinsurance  per 
year  to  prevent  a  decrease.  Thus  it  can  be  easily  seen  that  there 
was  an  extremely  heavy  cancelation  in  reinsured  business. 

Mr.  Raub:  There  is  another  point  bearing  on  the  amounts 
written  and  retained.  I  think  that  it  is  a  limiting  factor  upon 
the  amount  a  company  ought,  in  any  event,  to  write.  Thus,  if  by 
some  mistake  the  reinsurance  premium  is  not  paid  the  full  loss 
must  be  borne  by  the  insuring  company.  In  no  case  should  a 
company  carry  an  amount  that  would  materially  disturb  its 
surplus  if  by  some  mistake  it  would  find  some  of  its  excess  not 
covered  by  reinsurance. 

Mr.  Bowerman:  The  following  is  the  method  by  which  we 
adjust  agents'  first-year  commissions  on  the  part  of  our  pohcies 
which  is  fully  reinsured: 

Credit  the  agent  the  first-year  contract  commission  on  our 
premium  on  the  part  fully  reinsured.  Debit  the  agent  the  actuarial 
loading  on  the  reinsuring  company's  premium  on  the  part  fully 
reinsured.  Credit  the  agent  the  first  year's  commission  we 
receive  from  the  reinsuring  company. 

The  following  are  the  exceptions  which  we  make  to  the  three 
rules  just  quoted: 
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1.  The  agent's  first  year's  commission  is  never  to  exceed  his 
contract  commission. 

2.  The  agent's  first  year's  commission  must  never  be  less 
than  the  first-year  commission  that  we  receive  from  the  reinsuring 
company,  except  when  the  reinsuring  company's  first-year  com- 
mission is  greater  than  ours. 

We  do  not  make  any  adjustment  of  the  renewal  corfimissions 
on  the  parts  of  our  poHcies  which  are  fully  reinsured. 

Mr.  Dawson:  I  have  but  one  thing  to  say  concerning  the 
matter  that  has  just  been  before  you,  and  that  is  that  I  think  you 
have  all  found,  or,  if  you  actuaries  have  not,  the  executive  officers 
of  your  respective  companies  have,  that  any  readjustment  of  the 
commission  is  an  exceedingly  difficult  matter  and  that  you  take 
very  serious  steps  if  you  really  want  that  business  to  come  to  you 
if  it  is  being  diverted  to  some  other  company  instead  of  going 
through  your  hands. 

I  had  the  opportunity  and  pleasure  of  introducing  a  great 
deal  of  the  reinsurance  in  the  beginning  for  our  small  companies 
when  they  were  looking  for  it,  of  helping  to  bring  in  this  one-year 
term  method,  and  also  of  advising  concerning  the  method  of 
having  one-year  term  insurance  reduced  to  the  actual  amount 
at  risk  and  those  artificial  methods  of  reduction  which  were 
mentioned. 

The  difficulty  in  those  days  was  that  the  company  granting 
reinsurance  would  not  pay  any  commission  at  all  the  first  year 
on  those  plans,  and  it  became  an  exceedingly  trying  question  as 
to  what  to  do  about  it  with  agents. 

The  very  best  thing  of  all  is  to  try  to  arrange  your  reinsurance 
so  that  you  can  pay  your  full  commission.  There  is  no  other  way 
I  can  think  of — I  once  was  an  agent  myself,  for  a  very  considerable 
period — in  which  you  will  get  free  entirely  of  troubles  with  the 
agents  on  the  matter. 

I  might  just  add  this,  that  as  regards  these  different  methods 
we  have  heard  it  discussed  in  different  ways,  and  this  paper  of 
Mr.  Graham's  is  one  of  the  best  which  I  have  listened  to  in  many 
a  day,  but  there  is  just  this  about  it:  Every  one  of  these  methods 
had  been  employed  in  Great  Britain  before  they  adopted  coinsur- 
ance, and  they  adopted  the  coinsurance  method  just  because  of 
such  difficulties  as  vou  are  now  encountering,  difficulties  about  the 
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rate  of  dividend,  or,  as  ihey  call  it,  the  rate  of  bonus,  difficulties 
in  regard  to  the  rate  of  commissions  paid  by  the  company,  diffi- 
culties of  every  type  and  character.  They  got  rid  of  those 
difficulties  by  coinsurance. 

Mr.  Beckett:  Mr.  Dawson,  I  suggest  there,  however,  that 
if  coinsurance  is  adopted  as  a  means  of  obviating  the  difficulty 
it  would  be  necessary  for  a  participating  company  to  have  the 
reinsuring  company  guarantee  the  payment  of  premiums  of  the 
originating  company. 

Mr.  Dawsox:  Which  is,  of  course,  precisely  what  they  have 
done  in  Great  Britain  under  their  reinsurance  contracts  of  that 
character.  The  difficulty  about  that  is  not  so  serious  as  it  seems 
to  some.  All  the  companies  there  are  doing  it  now,  which  they 
are  willing  to  admit. 

WHAT  AFFIRMATIVE  ACTIOX  IS  NECESSARY  IN  ORDER  TO 
TERMINATE  A  POLICY  WHICH,  BY  ITS  TERMS,  BECOMES 
VOID  OR  VOIDABLE  BY  VIRTUE  OF  THE  INSURED'S  OWN 
ACT 

The  subject  presents  many  questions  and  the  answer  depends 
upon  the  terms  of  the  particular  policy  and  the  facts  upon  which 
the  forfeiture  is  predicated.  In  some  instances  the  forfeiture  pro- 
visions are  self-executing  and  in  others  these  are  construed  as 
optional  only.  As  forfeitures  are  regarded  as  odious,  the  courts 
are  loath  to  declare  a  policy  null  and  void  unless  there  is  no  other 
alternative. 

In  consequence  of  the  disfavor  with  which  courts  regard  for- 
feitures, it  is  held  with  great  unanimity  that  even  the  violation 
of  a  condition  in  a  policy  expressly  providing  that  the  violation 
of  the  condition  would  render  the  policy  void  does  not  necessarily 
do  so.  In  other  words,  the  policy  is  held  to  be  voidable  and  the 
breach  of  condition  may  be  easily  waived  by  some  act  or  omission 
inconsistent  with  forfeiture.  Clearly,  affirmative  action  is  not 
necessary  where  a  policy  actually  becomes  void  for  a  violation  of  a 
condition,  but  the  question  is.  When  can  a  company  safely  deter- 
mine that  the  policy  is  absolutely  void  ?  Modern  life  insurance 
policies  have  few  conditions  the  violation  of  which  renders  the 
policy  absolutely  void.  Failure  to  pay  the  premium  is  the  most 
common  condition  providing  for  forfeiture,  and  yet  few  policies 
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expressly  pro\nde  that  the  poUcy  shall  be  absolutely  void  on  fail- 
ure to  pay  the  premium.  In  fact  most  policies  on  failure  to  pay 
premium  after  a  certain  stipulated  term,  ordinarily  two  or  three 
years,  pro\ade  for  nonforfeiture  benefits,  thus  expressly  negativing 
the  idea  of  forfeiture.  The  only  safe  procedure  where  there  is  the 
least  doubt  is  to  treat  violations  of  conditions  as  rendering  the 
pohcy  voidable  at  the  election  of  the  insurer  and  act  consistently 
with  this  theory. 

There  has  been  a  great  deal  of  learning  displayed  and  many 
refinements  and  distinctions  made  in  attempting  to  harmonize  the 
decisions  relating  to  forfeitures,  but  after  all  is  said  the  only  safe 
rule  is  to  regard  every  forfeiture  as  an  optional  forfeiture  and  the 
breach  of  condition  subject  to  waiver.  The  pronounced  tendency 
of  the  courts  is  to  strike  down  technical  forfeitures  wherever  and 
whenever  it  can  be  done  without  violating  the  substantial  rights  of 
the  parties  to  the  contract. 

The  question  in  a  sense  is  one  of  waiver.  While  it  is  true  that 
a  waiver  of  forfeiture  cannot  ordinarily  be  predicated  upon  mere 
silence  and  inaction,  yet  under  modern  adjudications  the  tendency 
is  to  consider  even  an  absolute  forfeiture  as  optional.  Mere  si- 
lence and  inaction  may,  therefore,  in  many  instances  amount  to  a 
waiver  of  the  option  to  declare  a  forfeiture.  On  the  other  hand, 
in  self-executing  forfeitures  mere  silence  or  non-action  will  not  be 
regarded  as  a  waiver.  Unfortunately  very  few  forfeiture  clauses 
are  now  held  to  be  self-executing,  notwithstanding  the  infinite 
pains  and  care  resorted  to  by  the  companies  to  make  them  so. 

NOTICE    OF    BREACH    .AFTER    LOSS 

Clearly,  a  company  cannot  waiver  a  forfeiture  unless  it  has 
knowledge  of  the  breach.  Notice  of  a  breach  received  after  a  loss 
has  occurred  usually  relieves  the  company  of  any  obligation  to  take 
affirmative  action.  The  contractual  rights  cannot  be  changed. 
The  rights  were  fixed  at  the  time  of  loss  and  subsequent  acts  bear- 
ing upon  the  forfeiture  or  waiver  of  same  do  not  change  the  rights 
of  the  parties.  Aside  from  proofs  of  loss,  the  contract  has  fulfilled 
its  purpose,  when  the  event  which  it  pro\ddes  against  has  happened. 
Silence  or  inaction  on  part  of  the  insurer,  in  such  a  case,  cannot 
mislead  or  injure  the  insured. 
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Some  adjudicated  cases  apparently  are  not  in  accord  with  this 
rule.  Thus  in  Rhodus  vs.  Kansas  City  Life  Insurance  Company, 
there  was  held  to  be  a  waiver  of  the  provision  that  the  contract 
would  be  void  unless  the  application  and  medical  examination  were 
received  and  approved  by  the  home  office,  and  the  policy  delivered 
to  insured  during  lifetime  and  while  in  good  health.  In  this  case 
Rhodus  made  an  application  for  insurance  and  submitted  to  a 
medical  examination  and  gave  his  note  to  the  agent  for  the  pre- 
mium. One  month  after  application  was  made  the  applicant  died. 
The  medical  examination  had  never  been  acted  upon  nor  had  a 
pohcy  been  issued,  yet  beneficiary  asserted  that  an  oral  contract  of 
insurance  was  in  existence.  After  having  knowledge  of  the  death, 
the  agent  accepted  payment  of  the  premium  note  and  paid  the  net 
to  the  company  which  at  that  time  had  no  knowledge  of  the  death 
of  applicant.  The  company  after  learning  of  the  death  failed  to 
return  the  premium. 

The  court  held  the  company  liable  and  laid  great  stress  upon 
the  fact  that  the  company  retained  the  premium  after  knowledge  of 
applicant's  death.  In  other  words  it  acted  inconsistently.  The 
premium  should  have  been  returned  promptly  on  learning  of  death 
of  apphcant. 

KNOWLEDGE   ACQUIRED   BEFORE    LOSS 

A  contract  of  insurance  being  based  upon  a  promise  to 
pay  premiums,  it  would  seem  that  the  courts  are  more  inclined  to 
uphold  forfeitures  in  those  cases  than  in  others.  Thus  many  cases 
can  be  found  holding  that  forfeitures  for  non-payment  of  premiums 
and  assessments  are  self-executing,  unless  waived  by  some  affirma- 
tive act  of  insurer.  Ordinarily,  therefore,  no  affirmative  action  is 
necessary  in  these  cases. 

WHERE   AFFIRMATIVE    ACTION    IS    NECESSARY 

Mere  silence  or  inaction  will  not  ordinarily  amount  to  a  waiver 
of  the  forfeiture  for  failure  to  pay  premiums.  Where  an  extension 
for  payment  of  premium  is  given  or  a  premium  note  is  taken,  a 
different  situation  is  created.  Though  it  is  provided  that  the 
policy  shall  lapse  on  failure  to  pay  a  premium  note,  yet  it  is  held 
that  the  retention  of  the  premium  note  is  an  indebtedness  and  an 
attempt  to  collect  it  amounts  to  a  waiver  of  the  forfeiture.     In 
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New  York  Life  Insurance  Company  vs.  Evans  (Ky.),  124  Sw.  376, 
the  company  waived  the  forfeiture  by  retaining  the  note  and  writ- 
ing several  letters  to  the  insured  urging  him  to  reinstate  the  policy, 
although  the  policy  had  automatically  merged  into  another  form. 

In  the  case  of  Montgomery  vs.  Phoenix  Mutual  Life  Insurance 
Company,  14  Bush  51,  the  policy  provided  for  lapse  on  non-payment 
of  premium  note.  Part  of  premium  had  been  paid  in  cash.  The 
court  held  that  the  company  could  not  remain  silent  and  retain  the 
money. 

Merely  calling  attention  to  non-payment  of  an  overdue  pre- 
mium, however,  is  not  regarded  as  a  waiver.  In  Mercer  vs.  South 
Atlantic  Life  Insurance  Company,  in  Va.  699,  it  was  held  that  upon 
non-payment  of  premium,  the  writing  of  a  letter  to  insured  calling 
insured's  attention  to  the  overdue  premium  was  not  a  waiver  of 
forfeiture. 

It  does  not  necessarily  follow  that  every  attempt  to  collect  a 
premium  note  is  a  waiver  of  forfeiture.  Thus  the  attempt  to  col- 
lect an  overdue  premium  note,  where  the  note  expressly  provided 
for  forfeiture  of  policy  on  non-payment  thereof  and  that  the  full 
amount  of  premium  should  be  considered  earned  by  the  policy  re- 
maining in  force  for  the  period  of  extension  prior  to  maturity  of  the 
note,  was  held  not  to  be  a  waiver  of  the  forfeiture  (Marshall  vs. 
Missouri  State  Life  Insurance  Company,  148  IVIo.  App.  669). 

The  acceptance  of  an  overdue  premium,  or  an  attempt  to  col- 
lect a  premium  note  or  any  other  act  inconsistent  with  forfeiture, 
will  be  construed  as  a  waiver. 

If  an  affirmative  act  is  necessary  to  uphold  a  forfeiture,  the  com- 
pany must  act  with  reasonable  promptness.  Thus,  if  a  company 
desires  to  defend  because  of  a  breach  of  condition  in  procuring  the 
insurance,  it  must  rescind  and  restore  or  offer  to  return  the  premium 
{State  Life  Insurance  Company  vs.  Jones,  48  Ind.  App.  186). 

The  case  of  McDonald  vs.  Equitable  Life  Assurance  Society, 

169  N.E.  (Iowa)  352,  is  illustrative  of  the  length  that  courts  will 
sometimes  go  in  order  to  hold  the  company.  In  this  case  the 
second  premium  was  due  and  unpaid.  During  the  days  of  grace, 
the  wife  of  the  insured,  being  also  the  beneficiary  under  the  policy, 
met  the  agent  of  insurer  and  testified  that  she  told  him  that  insured 
was  not  at  home  and  that  if  necessary  she  would  pa>'  the  premium 
at  once;  and  that  the  agent  then  said  to  wait  until  her  husband's 
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return.  About  the  time  the  grace  expired  the  wife  joined  her 
husband,  who  was  seriously  ill  in  another  city,  and  three  days  after 
the  days  of  grace  had  expired  mailed  a  check  to  agent  for  the  pre- 
mium. The  agent  promptly  turned  the  check  over  to  the  company's 
cashier,  who  in  turn  deposited  it  in  bank  to  the  company's  credit 
and  sent  a  conditional  receipt  together  with  health  certificate  to 
insured.  The  conditional  receipt  recited  that  the  money  was 
held  in  escrow  pending  reinstatement  and  upon  furnishing  health 
certificate  the  matter  of  reinstatement  would  be  considered.  Sev- 
eral other  letters  were  written  to  the  insured  requesting  the  health 
certificate.  The  wife  denied  that  insured  ever  received  the  con- 
ditional receipt  and  letters  with  reference  to  reinstatement.  After 
waiting  forty  days  for  the  health  certificate  to  be  sent  in,  the  com- 
pany paid  the  money  back  to  insured,  who  at  that  time,  according 
to  plaintiff's  evidence,  was  mentally  incompetent.  The  court  de- 
cided the  case  on  the  undisputed  fact  that  the  premium  had  been 
received  after  expiration  of  grace  and  held  for  forty  days.  The 
court  held  that  there  was  a  waiver  of  the  policy  pro\dsion;  that  the 
money  should  have  been  returned  promptly  to  avoid  waiver;  and 
that  the  receipt  and  retention  of  an  overdue  premium  was  uni- 
versally held  to  operate  as  a  waiver  of  forfeiture  for  non-payment 
of  premium,  especially  if  kept  without  the  consent  of  insured,  ex- 
press or  implied.  The  court  in  commenting  on  the  authority  of 
agents  to  waive  forfeitures,  held  that  the  authority  of  life  insurance 
agents  was  to  be  determined  not  so  much  by  the  terms  of  employ- 
ment or  by  terms  of  the  policies,  as  by  the  things  the  principal 
permits  them  to  do. 

In  this  case  it  would  seem  that  the  company  had  done  about 
everything  that  prudence  would  have  required.  The  acceptance, 
however,  of  the  overdue  premium  and  lack  of  proof  that  the  con- 
ditional receipt  had  been  sent  insured  and  that  the  several  letters 
had  been  sent  were  the  deciding  factors.  In  other  words,  under  the 
undisputed  facts  the  conduct  of  the  company  was  inconsistent  with 
forfeiture. 

Notwithstanding  the  general  rule  that  matters  affecting  for- 
feiture cannot  be  changed  or  modified  after  loss  has  occurred,  yet 
a  premium  cannot  be  retained  and  liability  denied.  Thus  in  the 
case  of  American  Central  Life  Lnsurance  Company  vs.  Rosenstein, 
46  Ind.  App.  537,  the  doctrine  of  the  Rhodus  case  was  applied, 
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and  it  was  held  that  the  failure  to  return  the  premium  and  rescind 
the  contract  with  reasonable  promptness,  after  knowledge  of  the 
breach,  was  a  waiver  of  the  forfeiture,  although  the  breach  was  not 
discovered  until  after  death  of  the  insured.  The  court  in  this  case 
based  its  conclusions  upon  the  fact  that  the  company  had  retained 
the  premium  after  knowledge  of  the  false  statements,  without  mak- 
ing an  effort  to  rescind  the  policy  and  until  all  other  grounds  of 
defense  had  been  exhausted,  and  the  other  party  put  to   expense/ 

VOID   OR    VOIDABLE    POLICIES    AS    DISTINGUISHED   FROM    THOSE 
WHERE    LIABILITY   IS    LIMITED 

What  has  been  said  refers  to  policies  which  by  their  terms  be- 
come void  or  voidable  on  violation  of  the  conditions  imposed. 
Thus  policy  conditions  relating  to  residence,  occupation,  travel, 
military  and  naval  service  in  time  of  war,  often  provide  for  a  limited 
liability  or  an  exemption,  and  seldom  provide  that  the  policy  shall 
become  void  for  breach.  Thus  in  the  recent  case  of  Miller  vs. 
Illinois  Bankers  Life  Association,  decided  in  the  Supreme  Court  of 
Arkansas,  212  S.W.  310,  the  court  held  that  a  clause  providing  that 
death  while  in  army  or  navy  service  in  time  of  war  was  a  risk  not 
assumed,  was  an  exemption  provision,  and  not  a  provision  for 
forfeiture.  It  was  therefore  held  that  there  being  no  forfeiture 
provision,  there  was  nothing  upon  which  to  base  waiver  and  the 
acceptance  of  premium  after  knowledge  that  insured  had  engaged 
in  military  service  was  not  a  waiver,  and  the  recovery  was  limited 
to  the  premiums  received.  The  court  said:  "There  was  no  for- 
feiture provided  for  at  all,  but  the  company  had,  as  before  stated, 
the  right  to  stipulate  under  what  circumstances  it  should  be  liable. 
The  assured  had  the  right  to  pay  the  premium  and  continue  the 
policy  in  force  while  he  was  in  the  military  service  of  the  govern- 
ment, notwithstanding  the  exemption  of  the  company  from  liabil- 
ity for  death  occurring  during  the  period  of  that  service,  and  the 
mere  acceptance  by  the  company  of  the  premium  with  knowledge 
of  the  fact  that  the  assured  was  in  the  military  service  of  the  govern- 
ment did  not  constitute  a  waiver  of  the  stipulation  in  regard  to 

'The  courts  with  great  unanimity  hold  that  a  company  will  waive  its 
defense  based  on  forfeiture  or  that  there  is  no  contract,  if  after  knowledge  of 
the  facts  constituting  the  grounds  for  defense,  it  retains  the  premium  paid  it, 
subsequent  to  the  violation  of  the  condition  relied  upon  as  the  defense. 
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exemption.  In  other  words,  when  the  assured  paid  his  premium, 
his  pohcy  was  kept  in  force,  and  would  have  remained  in  force  if 
the  assured  had  survived  the  period  of  his  service  in  the  army." 

I  am  quite  conversant  with  the  fact  that  it  is  easy  to  lay  down 
general  rules,  but  to  apply  these  rules  to  all  situations  and  condi- 
tions is  the  problem  company  officials  are  called  upon  to  decide. 
Then  again,  if  we  could  only  know  what  the  true  facts  are  in  each 
case,  or  rather  if  we  could  guess  what  the  jury  would  determine 
them  to  be,  we  could  act  more  intelligently.  The  only  general 
advice,  therefore,  that  can  be  given  is  that  the  company,  in  order 
to  assert  forfeiture,  must  in  every  respect  shape  its  course  in  such 
a  manner  that  no  act  or  omission  can  be  construed  as  being  incon- 
sistent with  forfeiture. 

Mr.  Buttolph:  I  would  like  to  ask  Mr.  Raub  before  he 
sits  down  whether  or  not  in  his  opinion  that  Iowa  case  was  decided 
on  the  question  of  evidence  or  whether  there  was  something 
further  than  that  involved  ?  In  other  words,  if  it  had  been  shown 
to  the  satisfaction  of  the  jury  that  the  company  actually  did  write 
this  letter  and  send  this  conditional  receipt,  would  the  mere  reten- 
tion of  the  money,  subject  to  the  order  of  the  insured,  have  still 
constituted  a  waiver  ? 

Mr.  Raub:  I  do  not,  but  unfortunately  there  is  where  they 
put  the  companies  up  against  it.  The  company  in  that  case 
very  easily  could  satisfactorily  prove  that  they  had.  Of  course, 
this  conditional  receipt,  Mr.  Buttolph,  was  sent  by  mail. 

Mr.  Buttolph:    Yes,  I  understand  that. 

Mr.  Raub:  And  they  proved  that  that  conditional  receipt 
had  been  mailed.  The  ordinary  rule  is  that  when  you  show  that 
a  letter  has  been  properly  addressed,  the  inclosure  placed  therein, 
properly  stamped,  prima  facie  the  mails  have  delivered  that 
message  or  letter  at  the  other  end  of  the  line.  They  held  in  this 
case  that  they  leave  it  to  the  jury.  But  they  did  lay  a  lot  of  stress 
on  retaining  that  money  for  forty-two  days.  They  write  pretty 
nearly  a  page  on  that  proposition,  that  that  was  an  unreasonable 
length  of  time,  and  that  whenever  a  policyholder  pays  over  money 
to  a  company  and  he  does  it  for  a  certain  purpose — in  other  words, 
as  he  did  in  this  case — to  pay  his  premium,  that  they  cannot  sit 
tight  without  taking  some  affirmative  action  some  way  or  the  other 
and  letting  him  know  what  they  are  going  to  do  right  away. 
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Mr.  Buttolph:  Wasn't  there  some  case  decided  in  the 
higher  court  in  IlHnois  some  years  ago  on  the  use  of  the  word 
"premiums"  ? 

Mr.  Raub:     I  haven't  it.     There  may  be. 

Mr.  Buttolph:     I  am  very  positive  that  I  read  it. 

Mr.  Raub  :  The  only  suggestion  here  is  to  say,  "  All  premiums 
and  indebtedness." 

Mr.  Dawsox:  I  merely  want  to  say  this,  that  if  you  do  any 
changing  of  the  word  "premium"  in  your  policies,  if  that  happens 
to  be  in  your  policy,  it  would  be  well  to  change  it  to  "any  premium 
or  instalment  of  premium"  because  the  courts  have  construed,  and 
very  correctly  so,  that  the  way  we  put  it  in  our  policies,  "semi- 
annual premium,"  or  "quarterly  premium,"  as  we  call  it  in  ordinary 
parlance,  is  only  an  instalment  of  the  premium. 

If  there  were  more  general  use  of  the  automatic  premium  loan 
provision  you  would  not  have  much  trouble  about  this  matter 
because  the  policy  would  indicate  on  its  face  a  thoroughgoing 
intention  on  the  part  of  the  company  to  keep  the  insurance  in 
force  under  its  original  plan  without  any  change,  so  long  as  there 
were  any  funds  there  to  keep  it  in  force.  Of  course,  that  would  not 
cover  the  point  of  waiver. 

In  waiver  I  should  suggest  the  following:  Be  extremely  careful 
not  to  do  the  thing  which  there  is  a  very  strong  tendency  to  do  on 
the  part  of  those  who  are  collecting  premiums,  namely,  to  leave  the 
insured  under  the  impression  that  his  policy  is  not  forfeited.  That 
is  the  point  where  courts  and  juries  particularly  are  very  ugly.  You 
have,  by  your  silence  or  by  your  act,  implied  to  the  man  that  you 
think  that  his  policy  is  still  in  force,  left  him  thinking  so,  at  any 
rate.  If  it  is  perfectly  clear  that  you  have  not  done  that,  you 
usually  need  not  be  afraid  of  either  the  jury  or  the  court. 

Mr.  Lane:  I  would  like  to  ask  a  question  for  information. 
If,  in  acknowledging  receipt  of  a  remittance,  instead  of  sending  a 
conditional  receipt  the  company  had  stated  that  the  remittance 
was  being  held  in  suspense  until  the  arrival  of  his  health  statement, 
or  something  of  that  sort,  would  that  reUeve  the  situation  any  ? 

Mr.  Raub:     That  is  exactly  what  they  tried  to  do  in  this  case. 

That  brings  up  another  thought  that  I  might  suggest,  and  I 
think  this  is  a  rather  wise  one.  If  a  check  or  a  draft  is  received 
from  the  insured  I  do  not  beheve  it  ever   ought    to   be   cashed. 


iqiq]         Ajfirmative  Action  to  Terminate  a  Policy  173 

The  Equitable  in  this  case  cashed  this  check  and  put  it  into  their 
funds.  While  that  was  not  referred  to  in  this  case,  the  thing  has 
been  discussed  in  other  matters,  that  if  you  mix  it  with  your  funds 
you  have  taken  it  as  a  premium.  Of  course,  it  may  be  in  suspen- 
sion and  all  that.  That  does  not  make  any  difference.  You  put 
it  in  and  mixed  it  in  with  your  funds. 

It  looks  better,  and  it  certainly  is  more  consistent  action  on 
the  part  of  the  company,  to  retain  that  check  just  as  it  is  sent  in 
and  then  if  the  conditions  of  your  release  are  not  compHed  with 
all  you  have  to  do  is  to  return  the  man's  check  or  his  draft  to  him 
as  you  received  it,  and  then  there  is  no  evidence  that  the  company 
has  by  any  act  mixed  that  money  in  with  their  own  funds  or  have 
taken  any  act  inconsistent  with  the  forfeiture  and  waiver,  and 
waived  their  rights  under  it. 

Mr.  Nitchie:  Suppose  that  the  bank  fails  in  the  meantime, 
how  about  the  rule  of  diligence  in  collecting  the  check  there  ? 

Mr.  Raub:  It  can  be  shown  there  that  you  were  acting 
properly  in  holding  the  check  at  his  risk.  I  think  that  can  be 
said  always.  He  did  not  demand  it  back.  It  is  up  to  him  to 
prove  then  that  you  did  not  act  diligently  but  that  you  put  the 
burden  on  him,  and  there  is  where  it  belongs.  Put  the  burden  on 
him. 

Mr.  Buttolph:  There  is  a  rather  interesting  case  which 
unfortunately  for  this  discussion  has  not  yet  been  decided.  It  is 
still  in  suit.  It  is  about  a  man  who  on  almost  the  last  day  of  grace, 
under  a  policy  which  had  been  in  force  but  one  year,  sent  a  check 
in  payment  of  his  premium  to  the  home  office.  The  company  sent 
the  usual  form  of  receipt  which  had  on  the  back  of  it  the  clause 
saying  that  all  payments  by  check  were  subject  to  ultimate  pay- 
ment in  cash.  The  company  put  the  check  through  and  in  the 
ordinary  course  of  business  the  check  was  returned  dishonored. 
By  the  time  the  check  got  back  to  the  company  the  grace  had 
expired. 

A  letter  was  written  to  the  man  advising  him  of  the  fact  that 
his  check  had  been  dishonored,  that  grace  had  expired,  and  that 
the  policy  had  lapsed,  and  requesting  that  he  send  in  an  application 
for  reinstatement  under  the  policy,  accompanied  by  a  check,  of 
course,  which  would  be  good.  But  the  company  did  not  return 
to  the  man  the  dishonored  check. 
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The  company  in  its  letter  advised  the  man  also  that  the  receipt 
which  had  been  sent  to  him  for  his  premium  was  invalid. 

The  man  never  answered  the  letter,  and  before  the  matter  was 
finally  closed  by  a  return  of  the  dishonored  check  the  man  died. 

The  contention  in  the  suit  which  has  been  filed  is  that  the 
mere  retention  of  that  dishonored  check  in  the  hands  of  the  com- 
pany was  a  waiver,  although  the  correspondence  showed  very 
clearlv  that  the  company  did  not  regard  the  check  as  of  any  value ; 
that  they  were  not  seeking  to  have  the  man  make  good  that  par- 
ticular check  in  the  bank  but  had  requested  him  to  send  a  new 
remittance  to  accompany  his  application  for  reinstatement. 

]VIr.  Raub  :  There  is  another  case,  a  soldier  case  in  Arkansas. 
The  Arkansas  courts  in  this  case  happened  to  favor  the  compan}\ 
They  don't  usually  have  such  favorable  decisions. 

This  boy  died  in  camp.  There  was  a  provision  in  the  policy 
to  the  effect  that  military  or  naval  service  in  time  of  war  was  not 
a  risk  assumed  by  the  company.  The  court  held  in  that  case  that 
it  was  not  a  risk  assumed  and  that  it  was  one  of  the  exemptions. 
I  think  that  you  all  got  a  little  pamphlet  on  this  from  the  American 
Life  Company.  I  know  that  we  did.  It  is  a  rather  interesting 
decision  because  it  held  there  that  the  assured  before  he  paid  his 
second  premium  asked  the  agent  of  the  company:  ''Now,  if  I  die 
in  camp  what  will  be  the  result  ?  If  I  haven't  got  any  insurance 
because  I  have  entered  into  military  or  naval  service,  I  don't  want 
to  pay  any  premium."  The  agent  said  in  his  opinion  it  only  meant 
combative  service. 

The  court  said  there  wasn't  any  question  of  waiver  in  that 
policy.  The  beneficiaries  claimed  in  the  presentation  of  their 
suit  that  this  act  of  the  agent  waived  the  forfeiture.  The  Supreme 
Court  said  there  wasn't  any  forfeiture  at  all,  that  military  and 
naval  service  was  a  risk  not  assumed  b}-  the  company,  and  under 
the  provisions  of  the  policy  they  had  agreed  to  pay  him  back  his 
premiums  and  therefore  there  wasn't  anything  to  waive.  It  was 
simply  a  contractual  right  that  under  such  and  such  circumstances 
he  was  to  get  his  premiums  back.  In  other  words,  they  laid  a 
great  deal  of  stress,  and  rightly  so,  on  the  difi'erence  between  a 
condition  of  forfeiture  and  the  limitation  of  risk.  I  presume  that 
something  would  apply  to  suicides  and  various  other  clauses  about 
occupations  and  so  forth  in  the  policy. 
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Mr.  :Mead:     The  gist  of  that  suit  was  that  the  agent  had  no 
right  to  make  the  statement  that  he  did. 

Mr.  Raub:     They  held  it  was  no  forfeiture  and  could  not  be 

anv  waiver. 

'  Mr.  Mead:     That  the  assured  had  no  right  to  rely  upon  the 

agent  ? 

Mr.  Raub:     They  went  a  good  deal  further  than  that. 

Mr.  Mead:     Oh,  I  see. 

Mr.  Raub  :  There  is,  I  think,  a  Kentucky  case  or  a  Tennessee 
case  where  the  agent  said  to  a  policyholder:  "Don't  pay  the 
premium.  Wait  until  the  collector  calls  for  it."  They  hold  every 
time  that  the  agent  can  waive  practically  all  conditions.  Of  course, 
those  cases  related  to  the  payment  of  premiums,  but  this  one  was 
for  the  pavment  of  the  renewal  premium.  I  have  a  quotation 
here  from  that  case  in  my  paper.  I  don't  know  whether  I  can 
put  my  hands  on  it  or  not.     I  haven't  the  last  page  here.     I  left 

it  in  my  room. 

Mr.  GiBBS:  There  was  one  case  in  which  the  company  with 
which  I  am  connected  recently  got  a  decision  which  I  think  will 
be  of  interest  to  the  members  here.  Most  of  the  companies  have 
at  various  times  troubled  themselves  over  the  question  of  a  man 
dying  outside  of  the  period  of  extension  of  the  insurance. 

We  had  a  case  down  in  Florida  in  which  the  policy  was  payable 
to  the  man's  wife  with  the  rights  reserved  to  change  the  beneficiary. 
After  paving  the  premium  for  three  or  four  years  we  accepted 
a  premium  note  signed  only  by  the  insured.  It  is  not  our  practice 
usuallv  to  accept  a  premium  note  signed  only  by  the  insured.  We 
get  the  wife  to  sign  also.  The  pohcy  then  lapsed  upon  the  premium 
note,  becoming  due  and  not  being  paid.  The  note  became  due 
shortlv  before  the  man's  death. 

The  widow  brought  suit  against  the  company  and  the  case 
was  taken  to  the  Florida  courts  and  was  finally  removed  to  the 
United  States  courts  and  taken  up  to  the  United  States  Supreme 
Court,  and  we  got  the  decision  in  favor  of  the  company.  The 
case  p'robablv  has  not  been  reported  yet  as  the  decision  was  only 
rendered  about  a  couple  of  weeks  ago,  but  I  thought  that  it  would 
be  of  interest  to  the  members  of  the  Institute  to  know  that  that 
case  was  decided  in  favor  of  the  company  despite  the  fact  that  there 
were  a  great  manv  features  that  made  us  feel  that  our  case  was 
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somewhat  weaker  than  other  cases  which  had  been  decided  against 
the  company. 

Mr.  Raub:  You  were  in  the  United  States  Supreme  Court, 
though. 

]\Ir.  Gibbs:  United  States  Supreme  Court? 

]Mr.  Raub:  Yes. 

Mr.  Gibbs:  We  got  the  decision  in  the  United  States  Supreme 
Court. 

Mr.  Raub:  That  is  a  different  proposition. 

REVISION  OF  THE  TERMS  USED  IX  COMPANIES'  STATEMENTS 
IN  ORDER  MORE  CLEARLY  TO  DEFINE  THE  TERMS  AND 
PREVENT  MISUNDERSTANDINGS  OF  THE  PUBLIC  IN  REFER- 
ENCE TO  THE  TRUE  N.\TURE  OF  THE  FUNDS 

Mr.  Porter:  I  feel  very  much  as  I  think  the  mouse  felt  who 
suggested  that  they  bell  the  cat.  I  am  not  really  responsible  for 
this  topic's  being  suggested.  It  was  suggested  by  the  \dce- 
president  and  general  manager  of  our  company.  I  hoped  he  was 
going  to  be  here  to  discuss  it  but  he  couldn't  come  and  so  it  has 
fallen  to  my  lot  to  try  to  open  it. 

I  will  read  you  a  few  extracts  from  some  letters  that  have  gone 
out  from  our  office  to  the  officers  of  a  number  of  other  companies 
in  order  that  you  may  get  the  atmosphere  that  we  were  working 
under  when  this  topic  was  suggested. 

"The  impression  prevails  among  the  people  of  the  country 
generally  that  'life  insurance'  is  the  biggest  money-making  busi- 
ness in  the  world.  The  billions  of '  assets '  and  hundreds  of  milhons 
of  so-called  'surplus,'  as  shown  in  the  published  statements  of  the 
companies,  attract  the  cupidity  of  the  various  state  organizations 
and  they  have  no  hesitancy  in  making  raids  upon  the  '  strong  bo.xes ' 
of  the  companies  whenever  they  need  funds.  The  huge  figures- 
showTi  in  our  statements  are  considered  by  them  as  merely  evidence 
of  prosperity  and  therefore  a  prolific  source  of  rev^enue.  The 
words  'assets'  and  'surplus'  have  little  real  meaning  to  them. 
The  relations  these  figures  bear  to  the  billions  of  insurance  at  risk 
are  unknown  and  unappreciated.  The  tremendous  figures  shown 
in  our  pubhshed  statements  stand  out  with  terrible  prominence. 
The  cry  is,  'Let  us  get  some  of  this  money.'     Assets  and  surplus 
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are  regarded  as  profits  of  the  business  and  are  taxed  and  relaxed 
and  taxed  again  until  the  time  has  come  when,  as  guardians  of 
the  savings  committed  to  our  care,  it  becomes  our  duty  to  educate 
the  people  as  to  the  difference  between  the  assets  of  a  bank  and 
the  assets  of  a  life  insurance  company,  between  the  surplus  of  a 
bank  and  the  so-called  surplus  of  a  life  insurance  company. 

"Bills  providing  for  increases  in  taxes  on  life  insurance  are 
being  introduced  and  sometimes  passed  in  the  state  legislatures 
in  almost  every  section  of  the  country,  very  largely  due  to  the 
fact  that  our  legislators  do  not  understand  our  statements.  As 
patriotic  citizens,  as  public  service  institutions,  we  should  make  it 
our  business  to  enlighten  our  people  as  to  the  true  nature  of  our 
business.  Our  legislators  are  men  like  the  rest  of  us.  They  act 
according  to  their  lights.  We  cannot  expect  them  to  understand 
our  business  unless  we  explain  it  to  them. 

"Nation-wide  prohibition  has  made  it  necessary  for  both  the 
national  and  state  governments  to  cast  about  for  new  sources  of 
revenue.  Life  insurance  companies  seem  to  have  especially 
attracted  the  attention  of  our  lawmakers  in  this  connection,  and 
it  is  imperative  that  we  start  our  campaign  at  once. 

"  I  am  strongly  of  the  opinion  that  it  is  essential  to  have  every 
man  and  woman  in  the  land  understand  that  life  insurance  does 
more  to  encourage  thrift  than  any  other  influence  in  the  country; 
that  the  'assets'  and  'surpluses'  of  the  companies  represent  the 
savings  of  the  people  and  are  not  'profits  of  the  business. ' " 

While  we  realize  that  it  is  of  first  importance  to  impress  the 
public  that  we  believe  in  safety  first  and  that  we  have  ample 
resources,  at  the  same  time  companies  generally  seem  to  have 
paid  very  little  attention  to  the  point  of  making  it  plain  to  the 
public  that  our  assets  are  really  trust  funds,  and  bringing  out  the 
point  that  the  immense  amounts  are  necessary  to  cover  specific 
obligations  and  should  not  be  regarded  as  the  property  of  the 
company  and  therefore  subject  to  increased  taxation. 

I  do  not  pretend  to  have  solved  the  problem.  I  am  only  trying 
to  open  the  subject  for  discussion  in  the  hope  that  some  practical 
suggestions  will  be  made  by  others. 

I  was  recently  asked  to  alter  our  copy  for  published  statement 
so  as  to  try  to  convey  a  little  better  idea  to  the  public  of  what  we 
meant  by  "reserves." 
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The  only  expression  which  occurred  to  me  as  possibly  convey- 
ing the  right  idea  is  "unearned  premium  deposits." 

It  seems  to  me  that  we  should  have  at  least  the  same  standing 
before  our  legislators  in  regard  to  our  taxes  that  the  banks  have, 
and  we  all  know  that  they  do  not  attempt  to  tax  deposits  of 
banks.  If  we  could  in  some  way  get  the  public  to  consider  our 
reserves  as  deposits  and  think  of  them,  not  exactly  as  cash  values 
which  may  be  withdrawn,  but  still  as  deposits  that  really  belong 
to  the  pohcyholders  and  not  to  the  companies,  it  seems  to  me  that 
that  might  help  some. 

I  have  suggested  the  use  of  the  following:  In  place  of  the 
language  usually  used  for  a  few  other  of  the  liabihty  items,  "present 
value  of  approved  claims  being  paid  in  instalments,"  instead  of  the 
usual  expression  of  "supplementary  contracts";  "incurred,  but 
not  yet  approved,  policy  claims  pending  settlement,"  in  lieu  of 
the  expression,  "unpaid  policy  claims,"  etc. 

Mr.  Papps:  I  don't  want  to  be  reported  as  approving  of  the 
plan  I  suggest,  but  there  is  one  method  of  handling  that  reserve 
question  that  I  have  thought  of  many  times,  which  is  this:  If  we 
were  to  include  in  our  liabiUties  an  item  which  might  read,  "  Present 
value  of  the  amounts  payable  in  the  future  to  policyholders,"  and 
then  include  in  our  assets  with  the  so-called  "uncollected  and 
deferred  premiums,"  "the  entire  present  value  of  all  future  net 
premiums,"  it  seems  to  me  by  using  proper  phraseology  we  might 
be  in  a  position  to  show  more  clearly  the  nature  of  the  reserve. 
I  think  we  are  all  very  clearly  aware  that  the  reserves  are  looked 
upon  very  frequently  as  are  bank  reserves  which  may  be  drawn  upon 
at  will,  but  if  you  clearly  show  on  your  liabihty  side  of  the  account 
that  this  item  is  just  a  liability  to  our  pohcyholders  itmight  help. 

The  last  speaker  referred  also  to  the  phraseolog}'  to  be  used 
in  place  of  the  usual  expression  for  supplementary  contracts,  the 
expression  "present  value  of  approved  claims  being  paid  in  instal- 
ments." A  year  ago  in  drafting  our  own  statement  we  worked 
along  the  line  of  income  insurance.  Everyone  in  the  country  is 
talking  about  income  insurance,  and  if  the  item  relates  to  the 
present  value  of  payments  not  yet  due  under  income  policies  your 
phraseology'  fits  into  the  popular  idea. 

Mr.  Vineberg:  The  fact  that  state  taxation  of  life  insurance 
companies  is  based  almost  altogether  on  premiums,  indicates  that 
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the  fault  lies  in  the  form  of  our  ''income  and  disbursement" 
schedules,  rather  than  in  our  statements  of  assets  and  liabilities. 

The  public  looks  upon  our  income  and  disbursement  statement 
as  a  statement  of  profit  and  loss  account,  and  we  can  hardly  expect 
them  to  do  otherwise.  It  is  the  only  statement  generally  published 
which  resembles  the  usual  profit  and  loss  account  of  commerce. 
In  it  we  report  items  as  "income"  which  are  not  income,  but  we 
can  hardly  expect  the  public  to  know  that. 

It  is  true  that  we  make  an  exhibit  of  gains  and  losses  in  our 
annual  statements,  but  that  exhibit  is  a  memorandum  only  and 
for  various  good  reasons  receives  no  publicity. 

It  appears  to  me  that  our  present  so-called  income  and  dis- 
bursement schedule  should  appear,  if  at  all,  merely  as  a  memo- 
randum exhibit,  and  in  its  place  there  should  be  a  true  profit  and 
loss  account,  leading  into  the  statement  of  assets  and  liabilities. 

This  profit  and  loss  account  would  be  in  efifect,  although  not 
in  form,  our  present  gain  and  loss  exhibit. 

Mr.  Beckett:  I  think  your  point,  Mr.  Vineberg,  is  very  well 
taken  inasmuch  as  premium  tax  collected  by  states  on  premiums 
and  additional  income  is  concerned,  but  we  are  very  much  con- 
cerned as  to  how  our  assets  shall  be  viewed  when  we  are  facing 
the  subject  of  local  taxation.  Mr.  Raub,  will  you  explain  for 
the  benefit  of  the  Institute  the- problems  through  which  we  have 
just  recently  passed  in  Indiana  ? 

Mr.  Raub:  I  don't  know  whether  our  problems  are  similar 
to  those  that  might  arise  in  other  states  or  not,  but  we  had  a  new 
recodification  of  the  taxing  laws  of  our  state  last  year,  in  which  the 
problem  is  largely  one  of  a  local  nature. 

Of  course,  on  the  one  side  you  have  your  assets  and  on  the 
other  side  you  have  your  liabilities.  As  the  law  was  originall}^ 
drawn  it  has  always  been  the  practice  in  our  state  to  consider  of 
course,  for  the  purposes  of  taxation,  the  reserve  as  a  liability  and 
deduct  it  from  the  assets  of  the  company,  just  like  a  bank  would 
deduct,  if  it  was  a  savings  bank,  we  will  say,  without  capital  stock. 
They  would  deduct  what  they  owed  the  depositors  from  that  which 
they  have,  that  is,  their  general  funds,  including  surplus. 

In  other  words,  under  the  law  as  originally  drafted,  our  last 
legislature  would  have  prohibited  the  companies  from  deducting 
their  reserve  liabihtv  and  the^•  would  have  been  taxed  on  their 


i8o  Revision  o]  Terms  [June 

gross  assets,  which  would  have  been,  of  course,  a  very  unfair 
proposition,  but  as  we  probably — well,  that  was  all  there  was  to 
it.  They  were  just  not  going  to  permit  us  to  deduct  our  reserves. 
However,  as  the  law  was  finally  passed  it  retains  that  provision 
which  permits  the  companies  to  deduct  their  reserves  from  their 
assets.     That  is  the  point  you  had  in  mind  ? 

Mr.  Beckett:    That  is  the  proposition. 

Mr.  Dawson:  I  was  very  much  interested  in  the  suggestion 
made  by  Mr.  Papps,  I  think  it  was,  and  I  think  it  deserves  to  be 
enlarged  upon  a  little. 

I  think  the  form  in  which  he  has  suggested  that  reserves  might 
be  stated,  that'  is,  by  avoiding  stating  the  reserve  entirely,  but 
instead  stating  as  the  resources  "the  present  value  of  future  net 
premiums,"  and  as  a  liability  "the  present  value  of  future  claims 
payable,"  would  have  many  advantages;  but  it  was  long  ago 
discarded  in  countries  where  it  had  been  used,  particularly  Great 
Britain,  because  it  misled  the  public  that  was  involved  in  it, 
through  overstatement  of  the  company's  resources. 

In  other  words,  the  "present  value  of  the  future  net  premiums 
receivable"  so  swelled  its  apparent  assets  as  to  create  an  awkward 
situation.  I  have  a  very  distinct  impression  that  we  could  produce 
a  very  much  better  result  in  regard  to  reserves  in  our  country, 
however,  if  we  did  give  the  public  a  Httle  better  "look  in"  upon 
why  reserves  are  carried;  not,  however,  as  has  been  suggested  by 
the  opening  speaker,  by  speaking  of  them^  as  deposits,  which  I 
think  would  be  unfortunate  and  would  in  no  way  indicate  why  they 
had  been  collected;  but  by  adopting  the  idea  suggested  by 
Mr.  Papps  in  a  modified  form;  the  modified  form  consisting, 
upon  the  liability  side  of  the  statement,  of  setting  up  the  follow- 
ing: "Present  value  of  future  claims  payable,  less  present  value 
of  future  net  premiums  receivable,"  giving  the  figures  for  each 
and  carrying  out  the  net  differences  as  the  reserve. 

In  that  way  you  would  avoid  swelling  the  resource  side  of  the 
statement,  which  would,  as  at  present,  consist  of  actual  assets, 
and  would  avoid,  of  course,  swelHng  the  liability  side  of  the  state- 
ment and  would  reach  the  same  result:  namely,  apprising  the 
public  of  why  that  reserve  is  charged  as  a  liability. 

There  is  a  special  reason  also  why  you  should  be  very  careful 
about  using  any  expression  that  carries  with  it  the  idea  of  a  deposit. 
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While  it  is  quite  true  that  there  is  an  indisposition  in  most  states 
to  tax  bank  deposits,  and  particularly  savings  bank  deposits,  there 
has  been  a  growing  disposition  in  the  United  States,  as  you  all 
know,  to  tax  surrender  values  of  life  insurance  policies.  If  you 
put  special  emphasis  upon  this  being  money  saved  up  for  the  policy- 
holders you  will  run  very  serious  risk  of  having  that  kind  of  a  tax 
imposed  upon  you. 

There  is  another  reason,  entirely  apart  from  the  question  of 
taxation,  why  I  think  it  would  be  well  to  consider  the  change  which 
I  have  adverted  to,  for  the  reasons  given  by  Mr.  Papps  and  by 
myself  at  this  time,  in  the  form  of  your  reserve  statement,  and 
that  reason  is  this: 

If  I  do  not  misread  the  signs  of  the  times,  by  reason  of  the 
proposal  of  new  mortality  tables  and  certain  difficulties  already 
being  very  seriously  encountered,  on  account  of  the  absence  of 
uniformity,  about  reserves,  particularly  the  minimum  reserve  laws 
in  the  different  states,  we  are  approaching  a  time  when  it  is  going 
to  be  necessary  to  reconsider  very  seriously  our  entire  statutory 
reserve  requirements. 

Ten  years  ago  the  poUcyholders  of  the  legal  reserve  com- 
panies had  at  least  as  good  comprehension  of  why  reserves 
existed  as  the  members  of  the  fraternal  societies.  Today  the 
contrary  is  the  case.  The  members  of  fraternal  societies  who  are 
pa\'ing  any  attention  at  all  to  the  problems  of  their  society,  and 
most  of  them  have  to  pay  some  attention  to  it,  know  a  great 
deal  more  about  the  subject  by  reason  of  the  form  of  the  valua- 
tion sections  that  have  been  put  into  the  fraternal  laws  than 
the  policyholders  of  old  line  companies  know.  That  ought  not  to 
continue  to  be  true. 

The  second  reason  is  this:  We  have  been  in  the  habit  of  work- 
ing out  mere  tables  of  reserves,  using,  as  many  know,  the  actuarial 
designations,  frequently  without  any  comprehension  of  what  they 
mean.  We  have  had  some  most  extraordinary  things  happen 
in  consequence  of  that.  It  is  not  unknown  to  many  present  that 
for  many  years  one  of  the  leading  states  of  the  Union  used  terminal 
reserves  to  value  the  pohcies  of  its  companies  instead  of  mean 
reserves,  because  ''there  was  the  table."  Outside  of  errors  of  that 
kind  there  have  been  very  serious  errors  made  by  consulting 
actuaries  and  by  actuaries  of  the  companies. 
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Why  wouldn't  it  be  a  good  thing — I  merely  put  this  forward 
for  consideration — when  we  make  the  changes,  which  are  impend- 
ing and  will  not  long  be  deferred,  in  tables  and  in  reserve  methods 
(and  we  are  going  to  make  changes  in  both  within  a  few  years)  to 
consider  very  carefully  what  has  been  done  in  other  countries  about 
this  matter,  and  get  up  our  reserves  in  the  form  that  I  have  spoken 
of,  avoiding  the  use  of  tables  of  reserves  for  valuation  purposes  ? 

In  regard  to  the  gain  and  loss  exhibit,  I  have  this  to  say:  If 
we  make  any  changes  in  nomenclature  at  all,  we  ought  to  change 
the  name  of  that  exhibit  which  never  ought  to  have  been  called 
"gain  and  loss  exhibit."  It  always  should  have  been  called  "a 
profit  and  loss  statement."  It  does  not  differ  in  the  slightest 
degree  from  the  profit  and  loss  statement  of  any  other  business. 
It  ought  always  to  have  borne  that  name.  If  it  had  borne  that 
name,  the  objection  offered  by  one  of  the  speakers  would  not  apply. 
You  could  not  mix  up  the  receipts  and  disbursements  statement 
with  the  profit  and  loss  statement,  if  the  profit  and  loss  statement 
were  designated  properly. 

I  think  if  you  were  to  adopt  the  suggestion  which  I  have  made 
concerning  reserves  it  would  also  be  possible  to  introduce  a  protec- 
tion against  the  danger  which  I  named  yesterday,  namely,  of 
companies  with  really  insufficient  premiums  temporarily  showing 
themselves  to  be  solvent  because  they  did  not  reveal  the  insuf- 
ficiency of  their  premiums. 

The  British  form  of  valuation  report  is  as  follows:  On  one  side, 
add  to  the  actual  assets  the  "present  value  of  the  future  premiums 
receivable" — "future  net  premiums  receivable" — but  they  are 
arrived  at  by  valuing  the  gross  premiums  as  well  as  the  net  premiums 
and  treating  the  difference  between  them  as  the  "present  value  of 
future  loadings  reserved  for  the  payment  of  future  expenses,"  and, 
if  the  company  is  a  participating  one,  also  for  dividends. 

That  could  be  introduced  into  our  statements  too.  If  the 
profit  and  loss  statement  were  made  to  show  the  first  year's  loadings 
and  for  giving  the  first  year's  expenses  separately  and  then  showed 
the  other  expenses  separately  as  against  the  renewal  premiums, 
you  would  have  a  percentage  of  other  expenses  to  renewal  pre- 
miums, which  would  test  certainly  whether  an  adequate  provision 
had  been  made  in  the  valuation  report  for  the  future  expenses  of 
that  institution.     You  would  have  the  adequacy  of  its  premiums, 
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by  and  large  (all  its  premiums,  of  course,  not  any  particular 
schedule  of  premiums  for  any  particular  policy). 

I  am  confident — I  have  been  very  carefully  observing  these 
things  for  many  years,  as  I  think  most  of  you  know  that  I  was  one 
of  the  earliest  champions  of  the  gain  and  loss  exhibit — that  it  is 
only  necessary  for  one  important  state,  in  which  all  of  you  are 
doing  business,  to  adopt  such  changes  and  that  state  would  almost 
necessarily  be  followed  sooner  or  later  by  other  states. 

That  was  what  happened  about  the  gain  and  loss  exhibit. 
It  was  adopted  by  only  three  states,  but  when  the  companies  had 
to  report  their  gain  and  loss  exhibits  to  those  three  states,  they  had 
little  reason  to  object  to  reporting  it  to  the  rest  of  the  states. 

MORTALITY  FROM  AFTER-EFFECTS  OF  INFLUENZA 

AND 

EFFECT  OF  INFLUENZA  SEQUELAE  ON  DISABILITY  RATES 

Mr.  Anderson:  I  want  to  say  that  I  was  very  much  puzzled 
to  know  why  I  was  selected  to  open  the  discussion  on  the  subject, 
"Effect  of  Influenza  Sequelae  on  DisabiUty  Rates." 

I  did  not  learn  until  I  arrived  here  how  it  happened  that  my 
name  was  suggested  for  this  place.  I  have,  however,  thought 
Nos.  7  and  8  might  as  well  be  discussed  together.  It  seems  to 
me  that  these  subjects  lie,  for  the  present  at  least,  almost  wholly 
within  the  field  of  the  medical  profession.  For  that  reason  I 
went  to  consult  the  medical  director  of  a  company  the  other  day, 
and  he  said:  "We  do  not  know  much  of  anything  about  it  yet; 
it  is  too  new."  He  did  mention  this,  however,  that  he  had  recently 
visited  with  a  very  prominent  research  man  who  was  working 
upon  a  new  germ  theory.  They  call  it  the  mutation  of  germs.  I 
believe  the  theory  is  that  germs  have  the  power  or  inclination  or 
disposition  to  change  from  time  to  time  somewhat  in  the  same 
way  that  ordinary  plants  will  change  and  develop  apparently 
into  new  species.  We  remember  for  instance  that  within  recent 
years  new  grains  have  been  produced.  We  are  told  that  seedless 
oranges  produced  themselves  in  Brazil.  The  seedless  grape  has 
been  developed  with  a  little  help  from  human  hands;  likewise  the 
spineless  cactus,  etc.  By  some  strange  combination  of  circum- 
stances, this  doctor  claims  that  germs  do  the  same  thing  and  will 
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spring  up  from  time  to  time  with  exceptional  virility  and  apparently 
produce  new  diseases.  As  far  as  knowing  what  the  effects  of  such 
changes  will  be  on  future  mortaUty  and  disability,  however,  he 
simply  said:   "We  do  not  know." 

If  it  is  permissible,  Mr.  President,  I  would  like  to  speak  very 
briefly  on  a  subject  that  I  did  mention  last  fall  when  I  came  down 
here  to  attend  the  meeting,  that  is,  the  ''Indirect  Effects  of  War 
on  Mortality." 

In  the  first  place  there  is  the  question  of  diet  or  the  question 
of  lack  of  nutrition  and  of  malnutrition.  There  were  undoubtedly 
some  compensating  changes  due  to  the  war,  but  to  what  extent 
it  is  perhaps  not  possible  to  get  definite  information.  I  was  told 
not  long  ago  that  one  company  which  has  been  operating  in  Ger- 
many for  many  years  had  a  mortality  on  its  European  business 
before  the  war  of  114  per  cent  of  the  table.  After  the  war  com- 
menced the  mortality  on  that  business  dropped  down  below 
100  per  cent.  That  excessive  mortahty  before  the  war  was 
undoubtedly  due  in  large  number  at  least  to  overeating,  overdrink- 
ing, and  perhaps  lack  of  exercise. 

On  the  other  hand  it  does  not  take  much  stretch  of  our  imagina- 
tion to  see  the  beneficial  effects  of  the  "war  garden"  and  the  hoe 
on  health  and  on  mortahty.  I  dare  say  that  the  "war  garden" 
did  more  good  for  some  people  than  all  the  "dope"  they  could  buy 
at  the  drug-stores. 

The  second  point  I  wish  to  mention  is  that  of  clothing.  The 
high  price  of  wool  has  compelled  some  people  to  go  without  their 
woolens,  something  to  which  they  were  not  accustomed.  There 
may  be  some  honest  difference  of  opinion  as  to  whether  a  person 
should  wear  woolens  or  cotton  or  a  combination  of  the  two,  but 
I  do  not  beheve  there  can  be  any  difference  of  opinion  as  to  the  bad 
effects  of  making  a  sudden  change  when  a  person  has  been  accus- 
tomed to  the  one  or  the  other. 

]My  third  point  is  that  of  fuel.  The  government  authorities 
told  us  to  save  coal  and  the  landlords  suddenly  became  very 
patriotic  and  joined  in  the  chorus,  "save  coal,"  while  the  doctors 
told  us  to  keep  warm  and  the  tenants  huddled  around  the  kitchen 
stove,  the  influenza  raging  all  around  them. 

The  fourth  is  that  of  the  hours  of  labor.  We  all  know  that 
in  manv  industries  the  hours  of  labor  were  lengthened  very  much. 
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Besides,  people  were  obliged  to  work  under  very  unfavorable 
conditions. 

The  fifth  point  is  that  of  accidents  both  in  travel  and  in  indus- 
tries, due  to  a  large  extent  to  employment  of  incompetent  help. 
For  example  the  terrible  accident  that  happened  in  the  tunnel  in 
Brooklyn  city  was  undoubtedly  due  to  the  war,  because  if  it  had 
not  been  for  the  war  that  incompetent  motorman  would  not  have 
been  put  on  the  job  at  that  time. 

I  have  just  run  over  these  points  hurriedly  with  the  hope  that 
someone  possibly  could  work  out  something  and  gather  statistics 
on  these  points  in  the  future,  but  my  principal  reason  for  bringing 
up  this  subject  is  that  the  war  clause  usually  contained  in  life 
insurance  policies  has  seemed  to  me  to  be  only  a  limited  and 
ineffectual  protection  to  the  company.  All  that  the  company 
can  hope  for  through  this  clause  is  to  avoid  the  payment  of  claims 
actually  incurred  by  soldiers  and  sailors  in  the  service,  while  it  is 
undoubtedly  true  that  there  has  been  a  great  increase  in  mortality 
outside  of  the  actual  service  in  the  army  and  navy  and  that  this 
increase  is  due  more  or  less  directly  to  the  war. 

Mr.  P.attisox:  I  have  only  a  few  notes  on  this  subject  of 
"Mortality  from  After-Efifects  of  Influenza,"  and  what  Uttle  merit 
the}^  may  possess  I  think  is  attributable  only  to  the  fact  that  we 
have  a  peculiarly  bright  man  as  a  medical  director  of  our  company. 
One  phase  of  this  question,  at  least,  is  medical. 

In  considering  the  effects  of  the  sequelae  of  influenza  upon 
mortality  we  have  to  know  what  that  is,  sequelae.  Most  diseases 
leave  their  mark  on  the  human  system,  and  influenza,  and  particu- 
larly the  virulent  form  in  which  it  was  lately  epidemic  in  the  country, 
was  very  marked  by  the  effect  it  had  upon  the  human  system. 

Let  us  first  consider  the  lungs.  In  a  number  of  cases  physicians 
have  found  that  an  old,  healed  tuberculosis  of  a  joint,  lung,  or  any 
other  part  of  the  body  was  lighted  up  by  an  attack,  even  a  light 
attack,  of  influenza;  that  is,  a  man  who  had  an  old,  healed  pleurisy 
or  tubercular  condition  of  some  kind  had  that  disease  lighted  up 
by  the  influenza,  and  we  now  find  active  tuberculosis  in  that  man. 
There  have  been  a  number  of  cases  of  chronic  bronchitis  following 
the  influenza  and  also  cases  of  acute  bronchitis.  I  am  not  very 
clear  in  my  mind  just  what  bronchitis  is,  but  I  am  assured  by  our 
medical  director  that  it  has  a  verv  serious  effect  on  mortalitv. 
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Then  the  next  part  of  the  body  worthy  of  consideration  in 
this  respect  would  be  the  heart.  The  effect  of  influenza  upon  the 
heart  seems  to  have  corresponded  in  a  great  many  cases  to  inflam- 
matory rheumatism.  We  find  cases  of  valvular  lesion  quite 
frequently  following  influenza  and  also  cases  of  m^'ocarditis, 
irregular  heart,  and  there  are  a  great  many  different  forms  of 
heart  lesion  that  have  followed  influenza.  I  notice  that  a  previous 
speaker  stated  that  some  of  these  would  clear  up.  Of  course,  a 
valvular  lesion  never  clears  up ;  heart  irregularity  may  not  readily 
clear  up,  I  understand. 

The  next  in  order  of  consideration  would  be  the  kidney. 
Influenza  has  been  followed  in  a  number  of  cases  by  an  acute 
nephritis  and  albumen.  I  have  been  informed  that  this  phase  has 
perhaps  the  least  unfavorable  effect  upon  the  after-mortality  than 
any  because  the  acute  Bright's  disease  will  usually  clear  up  with 
very  little  effect  on  the  man's  mortality.  Of  course,  in  one  or 
two  cases  it  would  kill  the  man,  I  suppose,  but  where  it  doesn't 
I  am  informed  that  it  usually  clears  up  with  very  little  unfavorable 
effect. 

The  next  in  order  of  consideration  would  be  the  nervous  system. 
The  effect  on  the  nervous  system  of  the  influenza  has  been  very 
unfavorable.  The  nervous  sanitariums,  institutions  for  the  curing 
and  caring  for  of  neurotic  conditions,  nervous  breakdowns,  report 
a  very  large  influx  of  new  patients  following  the  epidemic  of 
influenza.  In  fact,  they  show  a  very  marked  increase  in  new  admis- 
sions. It  seems  that,  why  I  don't  know,  the  influenza  has  had  a 
very  unfavorable  effect  on  the  nervous  system  in  the  case  of  a  num- 
ber of  people.  Whether  it  was  the  fear  of  the  influenza  or  the 
influenza  itself  I  can't  say,  but  we  find  a  great  many  cases  where 
a  severe  attack  of  influenza  is  followed  by  a  nervous  disturbance. 
In  measuring  the  effect  on  mortality  perhaps  this  has  been  the 
most  serious  phase  of  it.  A  nervous  condition  is  never  good  from 
a  mortality  point  of  view.  In  fact,  it  is  usually  very  bad.  With 
direct  reference  to  the  effect  on  disability,  I  imagine  that  that 
would  be  the  only  phase  which  would  affect  disability  benefits,  if 
the  rate  of  disabiUty  would  be  affected  at  all  by  the  influenza. 

There  is  another  phase  of  it,  another  sequela  following 
influenza,  and  that  is  that  we  occasionally  find  an  affection  of  the 
ear,  running  ear. 
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That  covers  the  sequelae,  as  I  understand  it,  which  would  follow 
influenza. 

In  considering  the  effect  upon  the  mortality  among  insured 
lives  it  is  largely  a  matter  of  speculation.  We  could  go  back  to 
the  influenza  epidemic  of  1891  or  1892  and  find  by  investigation 
the  results  which  that  epidemic  had  upon  the  mortality  at  that 
time.  But  I  really  believe  that  that  would  give  us  very  little  light 
as  to  the  liability  of  the  increase  in  mortality  which  would  be  apt 
to  follow  this  epidemic  because  of  its  extreme  virulency.  The 
mortality  was  quite  different  during  that  epidemic,  and  the  later 
epidemic  was  of  a  so  much  more  serious  nature  that  I  don't  know 
that  any  comparison  would  give  us  very  much  light  upon  any 
epidemic  that  we  might  have  or  as  to  any  mortality  that  we  might 
have  from  this  source.  Just  about  all  that  we  can  do  is  to  speculate 
on  this  subject. 

For  myself,  I  am  inclined  to  be  optimistic  in  spite  of  all  these 
dreadful  sequelae  that  the  medical  directors  tell  us  about.  I 
believe  that  the  average  man,  the  mass  of  people,  will  reflect  very 
little  additional  mortality  from  the  influenza  sequelae.  As  there 
will  be  a  slight  increase  among  the  general  population,  so  there 
will  be  a  slight  increase  in  the  rate  of  mortality  among  insured 
lives,  but  I  don't  believe  that  that  increase" will  be  as  large  as  all 
of  us  seem  to  have  supposed.  The  average  man  is  better  after  a 
disease,  if  it  does  not  kill  him.  I  think  you  will  find  that  the 
effect  on  mortality  will  be  smaller  than  the  doctors  would  have 
us  believe. 

Mr.  Dawson:     In  other  words,  if  he  doesn't  die  he  gets  well. 

Mr.  Pattison:  There  are  other  reasons  from  a  company's 
point  of  view  why  the  mortahty  in  the  future  will  not  be  so  heavv% 
might  not  be  so  heavy,  as  some  of  us  think  and  that  is  the  fact 
that  we  are  getting  a  very  large  volume  of  new  business.  There 
has  been  a  large  influx  of  new  business.  If  we  select  that  new  busi- 
ness with  care  we  will  eliminate  quite  a  number  of  the  after-effects 
of  influenza,  and  that  influx  will  tend  to  keep  down  the  mortality 
on  our  business  as  a  whole. 

I  think  that  it  would  seem  reasonable  to  believe  that  the  after- 
effects would  wear  off  in  a  period  of  from  two  to  five  years  and  that 
any  increased  mortality  that  we  are  going  to  have  we  will  experi- 
ence within  the  next  two  years,  that  is,  any  marked  increase. 
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There  is  one  other  phase  of  this  subject  and  that  is  the  effect 
it  has  on  the  passing  of  new  business,  new  apphcations.  The 
influenza  was  very  virulent.  Even  a  light  attack  of  influenza  was 
frequently  followed  by  sequelae.  It  was  a  most  peculiar  disease. 
You  find  cases  of  men  who  had  influenza  and  who  developed 
pneumonia.  I  heard  of  a  man  who  had  influenza  two  days,  only 
in  bed  half  a  day,  and  who  got  a  bad  heart  disease  from  it;  so  the 
duration  of  the  disease  is  not  in  itself  an  indication  as  to  the  man's 
condition.  I  think  we  should  be  very  careful,  in  the  case  of  a  high 
policy,  to  be  sure  that  our  medical  examiner  has  examined  the 
applicant's  heart  carefully. 

In  all  cases  where  the  applicant  has  had  a  recent  attack  of 
influenza,  I  think  we  should  inquire  as  to  whether  he  had  a  chronic 
cough,  as  to  whether  the  applicant  was  nervous  or  showed  signs 
of  nervousness,  and  as  to  whether  he  had  lost  weight  recently. 
I  don't  know  anything  about  the  experience  of  other  companies. 
I  have  not  asked  them  about  it.  But  I  know  we  have  had  a  large 
number  of  heart  rejections  since  the  "  flu."  I  don't  know  how  many 
of  those  are  attributable  to  the  influenza,  but  I  know  our  percentage 
of  rejections  due  to  heart  disease  has  been  very  high  indeed  this 
year.     I  believe  that  this  is  all  that  I  have  to  say  on  this  subject. 

Mr.  McBride:  The  preceding  speakers  have  left  very  little 
for  me  to  say  on  the  subject.  They  have  principally  emphasized 
the  uncertainty  which  surrounds  it.  It  is  still  so  largely  in  the 
realm  of  medicine  that  it  seems  to  me  too  early  for  any  definite 
work  along  actuarial  lines. 

In  any  matter  as  uncertain  as  this  is  there  is  no  danger  that 
we  may  not  fear  and  there  is  scarcely  any  hope  that  we  may  not 
indulge  in.  How  far  we  are  going  to  be  able  to  avoid  the  dangers 
that  we  fear  or  justify  the  hopes  that  we  indulge  in  is  almost  as 
uncertain  as  the  question  itself.  The  only  definite  thing  that  I 
have  been  able  to  get  from  medical  men  and  a  perusal  of  medical 
literature,  that  seems  to  me  to  be  of  any  significance  in  this  con- 
nection, is  that  the  complication  of  meningitis  or  pneumonia,  and 
we  are  thinking  of  pneumonia  usually  as  a  characteristic  of  the 
influenza  pandemic,  is  so  universally  fatal  that  it  may  be  dis- 
regarded as  a  source  of  total  and  permanent  disability  claims. 

I  found  on  my  desk  the  other  day  some  experience  published 
in  rough  notes,  gotten  together  some  months  ago,  giving  the  classi- 
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lication  of  one  company's  experience  for  total  and  permanent 
disability  claims,  which  follows  quite  closely  some  other  experiences 
which  have  been  reported  by  the  previous  speakers.  These  figures 
run  as  follows: 

''Sickness  is  the  cause  of  87.  5  per  cent  of  all  permanent  total 
disability  claims,  while  12.5  per  cent  are  caused  by  accident." 

Claims  caused  by  accident  can,  of  course,  be  entirely  eUminated 
from  our  consideration,  leaving  the  87.  5  per  cent,  which  were  dis- 
tributed among  various  diseases,  as  follows:  paralysis  27.5  per  cent 
and  tuberculosis  20  per  cent.  A  little  farther  down  the  list  is  given 
spinal  abscess,  which  medical  men  say  is  of  a  tubercular  nature, 
2\  per  cent,  which  would  give  tuberculosis,  without  differentiating 
between  the  forms  of  tuberculosis,  22^  per  cent  of  the  total  and 
permanent  disability  claims. 

Five  per  cent  was  caused  by  blindness,  5  per  cent  by  rheuma- 
tism, and  the  following  diseases  each  claimed  2^  per  cent:  diabetes, 
pellagra,  neuritis,  and  Bright's  disease. 

Everyone  who  has  spoken  on  this  subject,  and  everything  that 
I  have  seen  in  literature  or  heard  from  the  lips  of  medical  men, 
dwells  on  the  tendency  of  tubercular  development  following  attacks 
of  influenza.  Therefore  the  prominence  of  tuberculosis  as  a  cause 
of  total  and  permanent  disability  gives  us  the  greatest  apprehen- 
sion as  to  the  eflfects  of  this  influenza  sequelae  on  total  and  per- 
permanent  disability  claims. 

It  seems  to  me  unavoidable  that  any  malad}'  which  can  elevate 
our  mortality  to  the  extent  to  which  it  has  been  raised  by  the 
influenza  could  not  fail  to  raise  the  claims  for  total  and  permanent 
disability.  There  is  this,  of  course,  to  be  taken  into  consideration, 
that  the  diagnosis  in  all  cases  has  not  been  correct,  but  that  there 
has  been  a  great  deal  of  inaccuracy  in  that  regard.  Probably 
most  of  you  have  observed  in  the  claims  coming  to  vour  offlces 
in  the  last  eight  or  nine  months  an  almost  total  absence  of  any 
cause  of  death  except  influenza.  If  in  the  future  some  investi- 
gation is  undertaken  to  determine  for  purposes  of  writing  or 
underwriting  in  any  of  its  aspects  the  efifect  of  influenza  on  either 
mortality  or  total  and  permanent  disability,  it  seems  to  me  that 
reliable  conclusions  will  be  extremely  hard  to  reach  with  the  uncer- 
tainty as  to  the  accuracy  of  diagnosis  which  must  be  inevitable 
in  the  experience  which  will  be  submitted  for  investigation. 
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Another  thing  that  occurs  to  me  in  considering  these  causes 
of  total  and  permanent  disabiHty  is,  to  what  extent  may  these 
investigations  have  involved  lives  which  have  passed  through 
the  previous  epidemic  with  total  and  permanent  disabihty.  My 
memory  does  not  serve  me  very  well  as  to  the  characteristics  of 
that  epidemic,  but  while  it  had  not  probably  as  high  a  mortality 
as  this  one,  I  know  no  reason  for  believing  that  it  might  not  have 
left  in  its  wake  impairments,  just  as  we  conjecture  that  the  recent 
pandemic  has  been  leaving  impairments,  which  have  added  to  the 
mortality  of  the  past  thirty  years  and  to  the  total  and  permanent 
disability  claims  that  have  come  from  it. 

On  the  other  hand,  there  is  the  tendency  in  the  absence  of  more 
reliable  diagnosis  and  more  careful  observation  of  the  subject, 
both  before  infection  and  after,  to  couple  sequelae  with  the  disease, 
or  to  regard  subsequent  developments  as  being  sequelae  of  the 
disease  which  may  after  all  be  only  a  coincidence.  I  was  particu- 
larly impressed  with  this  in  what  I  observed  in  some  of  the  medical 
literature  concerning  this  sleeping  sickness,  whatever  the  medical 
men  call  it,  which  attracted  the  same  attention  as  a  supposed  result 
of  influenza.  But  the  divergence  of  opinion  on  that  subject  is  so 
marked  that  it  seems  to  me  that  it  is  going  to  be  very  difficult  to 
determine  in  any  investigation  that  may  be  undertaken  on  this 
subject  just  what  we  can  regard  as  being  sequelae  of  influenza 
and  what  the  patient  might  not  have  suffered  had  he  escaped  the 
influenza. 

The  only  thing  I  can  say  is  that  I  have  not  given  enough 
attention  to  the  subject  to  tell  you  very  much  about  it. 

Mr.  R.  G.  Hunter:  Medical  men  seem  to  be  decidedly  of 
the  opinion  that  those  who  have  recovered  from  an  attack  of 
influenza  followed  by  pneumonia  have  been  left  in  a  permanently 
impaired  condition,  due,  as  I  understand  it,  to  a  necrosis  of  the 
capillaries  of  the  lungs,  which,  however,  does  not  develop  in  a 
pneumonia  uncomplicated  by  influenza,  and  that,  therefore,  we 
are  bound  to  have  a  higher  mortality  for  some  years  to  come  than 
we  have  had  in  the  past  ten  years. 

It  is  possible  that  the  doctors  are  right  in  their  contentions, 
but  it  seems  to  me  that  at  best  their  conclusions  are  based  upon 
well-defined  impressions.  As  actuaries  we  should  like  to  see  facts 
substituted  for  impressions,  or  at  least  to  see  impressions  confirmed 
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by  trustworthy  statistics.  Unfortunately  sufficient  time  has  not 
elapsed  since  the  subsidence  of  the  epidemic  to  substitute  facts  for 
impressions.  So  far  as  we  can  tell  from  the  experience  of  our  com- 
pany there  have  been  no  deaths  among  our  pohcyholders  that  we 
could  attribute  to  the  after-efifects  of  influenza.  During  the 
months  of  January,  February,  and  March  of  this  year  we  felt  the 
direct  effects  of  the  epidemic,  but  in  April  and  May  the  mortality 
returned  to  a  pre-war  and  pre-influenza  basis. 

During  the  time  the  influenza  epidemic  was  raging  it  was 
stated,  again  and  again,  that  the  disease  was  carrying  off  the 
finest  specimens  of  young  manhood.  There  is  no  doubt  about  the 
ravages  of  the  disease  among  our  young  men.  We  have  statistics 
galore  to  support  this  statement,  but  I  have  yet  to  see  any  statistics 
proving  that  the  robust  were  more  liable  to  succumb  to  the  disease 
than  the  less  robust.  If  the  influenza  did  carry  off  our  best  speci- 
mens of  young  manhood,  then  our  present  group  of  policyholders 
is  less  vigorous  than  it  was  before  the  influenza,  and  we  may  expect 
as  a  direct  after-effect  of  the  influenza  a  higher  mortality  for  some 
years  to  come. 

It  should  not  be  a  difficult  matter  to  determine  whether  or 
not  we  have  lost  a  large  number  of  select  lives.  An  analysis  of  a 
sufficient  number  of  death  losses  from  influenza  in  an  insurance 
company  would  answer  this  question.  I  made  an  analysis  of  the 
Equitable  of  Iowa's  death  losses  from  influenza,  not  with  the  idea 
of  determining  whether  the  disease  did  attack  the  best  of  our 
youth,  but  with  the  hope  that  there  might  be  found  a  common 
strain  appearing  among  the  victims  of  the  disease  as  regards  their 
physical  condition,  their  personal  history,  or  their  family  history 
that  would  enable  us  to  select  our  new  applicants  for  insurance 
with  an  eye  to  eliminating  those  that  were  susceptible  to  the  disease. 

My  quest  was  unsuccessful,  but  the  investigation  threw  up 
one  or  two  facts  that  might  be  of  interest  to  the  members  of  this 
body.  There  were  440  deaths  in  our  company  from  influenza  or 
pneumonia  following  influenza.  We  classified  these  cases  accord- 
ing to  their  habits,  family  history,  personal  history,  height  and 
weight,  blood  pressure,  and  occupation  at  the  time  that  they  made 
application  to  us.  We  then  rated  them  numerically  in  a  rough 
and  ready  way,  as  any  such  rating  has  to  be  in  an  investigation  of 
this  kind.     A  perfect  risk  was  denoted  by  100  per  cent. 
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Our  investigation  showed  that  the  average  rating  of  the  440 
men  who  succumbed  to  the  disease  was  68  per  cent.  This  surely 
does  not  show  that  the  influenza  germ  had  a  predilection  for  the 
most  virile  of  our  youth.  It  shows,  so  far  as  I  can  judge,  from  a 
rather  intimate  knowledge  of  applicants  for  insurance,  that  the 
disease  ranged  freely  without  favoritism  from  the  best  of  our  risks 
to  the  worst.  According  to  our  experience,  therefore,  there  is  no 
ground  for  the  fear  that  the  present  policyholders  are  not  as  select 
a  group  of  lives  as  before  the  influenza  epidemic,  by  reason  of  the 
death  of  a  not  unnegligible  number  of  its  best  lives. 

In  order  to  make  a  comparison  in  respect  to  family  history, 
personal  history,  height  and  weight,  etc.,  between  the  440  men  who 
died  from  influenza  and  the  average  risk  of  the  company,  we  put 
819  applicants  taken  at  random  through  the  same  process  of 
analvsis  as  we  had  done  the  440  men  who  died.  The  comparison 
brought  out  the  following  facts: 

76  , 8  per  cent  of  those  who  died  were  abstainers;  76  .4  per  cent 
of  our  average  risks  were  abstainers.  It  is  rather  surprising  to  me 
that  abstainers  were  not  more  immune  than  moderate  drinkers,  as 
we  are  well  aware  that  abstainers  are  better  able  to  pull  through 
an  attack  of  pneumonia  than  those  who  use  alcohol  even  in 
moderation. 

The  family  histories  of  those  who  died  were  apparently  not 
as  good  as  the  family  histories  of  the  average  risks,  but  the  ad- 
vantage in  favor  of  the  average  risks  was  not  marked  enough  to 
come  to  any  definite  conclusion. 

So  far  as  personal  history  was  concerned,  we  divided  the  cases 
into  two  classes,  those  who  had  and  those  who  had  not  some 
previous  respiratory  disease  such  as  pneumonia.  We  found  that 
19.6  per  cent  of  those  who  died  had  some  previous  respiratory 
disease,  while  21.3  per  cent  of  our  average  risks  had  some  previous 
respiratory  disease. 

The  men  who  succumbed  to  influenza  were  undoubtedly 
lighter  than  the  average  risk.  Of  those  who  died  33.4  per  cent 
were  standard  weight.  At  the  next  weight  heavier  the  percentage 
was  16.6  as  against  36.1  at  the  next  lighter  weight,  while  the 
percentage  two  degrees  removed  from  the  standard  in  the  over- 
weight class  was  3.1  as  against  9.3  in  the  corresponding  light- 
weight class. 
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The  blood  pressure,  at  the  time  of  appUcation,  of  those  who 
died  was  on  the  average  less  than  what  is  considered  as  the  normal 
blood  pressure.  In  this  respect  it  seemed  to  follow  the  variation 
from  the  normal  weight. 

The  classification  by  occupations  was  not  as  successful  as 
I  had  hoped  because  of  the  diversified  occupations  followed  by  the 
insured,  and  as  a  consequence  I  had  to  place  the  insured  in  two 
general  groups,  those  that  followed  outdoor  occupations  and  those 
that  followed  indoor  occupations.  Somewhat  contrary  to  my 
expectations,  there  was  nothing  to  show  that  an  outdoor  life  had 
an  immunizing  tendency.  Of  those  who  died  41 . 5  per  cent  fol- 
lowed outdoor  occupations  whereas  38.3  per  cent  of  the  average 
risks  followed  outdoor  occupations.  Of  those  who  followed  an 
outdoor  occupation  the  farmer  contributed  more  than  one-half  to 
those  who  died  as  well  as  to  our  average  risks. 

Mr.  Caster:  By  "disability  rates"  I  will  assume  is  meant 
rates  for  the  total  and  permanent  disability  benefits  issued  by 
most  companies  with  life  insurance  policies,  rather  than  rates  for 
weekly  or  monthly  indemnity  for  partial  or  total  temporary  or 
permanent  disability  provisions  usually  included  in  accident  and 
health  policies. 

The  influenza  epidemic  is  too  recent  for  us  to  determine  the 
after-effects  of  influenza  on  the  death-rate,  and  a  still  longer  time 
must  intervene  before  its  effect  on  the  rates  for  total  and  permanent 
disabihty  can  be  determined.  It  is  therefore  not  possible  at  the 
present  time  to  predict  with  accuracy  what  efifect  influenza  sequelae 
will  have  on  disability  rates. 

Mr.  Hunter  in  his  paper  entitled  "An  Analysis  of  Claims  for 
Total  and  Permanent  Disabihty  Benefits"  {TASA,  XIX,  219) 
states  that  a  company  which  has  been  issuing  disabihty  benefits 
for  about  eight  years  has  had  an  experience  excluding  the  first 
year  equal  to  about  100  per  cent  of  Hunter's  Disability  Tables. 
It  would  seem  then  that  if  anything  should  occur  which  would 
increase  the  number  of  disability  claims  materially  it  would  be 
necessary  to  increase  rates  correspondingly. 

Following  are  several  opinions  of  medical  men  expressed 
recently : 

"  It  is  surprising  how  little  kidney  involvement  there  has  been, 
and  how  little  development  of  a  tendency  toward  tuberculosis. 
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During  the  next  two  or  three  years  there  will  be  an  increase  in  the 
death-rate  from  tuberculosis,  owing  to  impaired  vitality  following 
influenza." 

"Experience  shows  that  the  lungs  are  ordinarily  most  seriously 
affected.  The  effects  upon  the  heart  are  only  temporary  and 
ordinarily  not  of  a  serious  nature." 

"In  the  various  army  and  navy  camps  during  the  recent  epi- 
demic a  number  of  men  were  given  medical  discharges  because  their 
heart,  lungs,  or  kidneys  had  been  impaired  following  an  attack  of 
influenza-pneumonia,  which  is  the  strongest  kind  of  evidence  of 
the  after-effects  of  the  diseases." 

"The  after-effects  of  the  disease  seem  to  be  a  predilection  for 
the  kidney,  as  shown  by  the  presence  of  albumin  and  casts  during 
the  illness,  for  the  heart  and  resultant  effects  upon  its  muscular 
tissues,  on  the  lung  as  exhibited  by  pleurisy,  empyaema,  and 
tuberculosis." 

"There  are  three  sequelae  of  influenza:  the  first  is  tuberculosis; 
second,  cardiac  disturbances;  third,  nervous  disturbances  which 
often  follow  uncomplicated  cases." 

Mr.  Hunter  in  his  paper  previously  referred  to  gives  the  dis- 
ability claims  of  three  companies  by  causes  of  disability,  which  I 
have  divided  into  three  classes:  (i)  tuberculosis;  (2)  insanity 
and  paresis,  paralysis,  heart  disease,  Bright's  disease,  other 
causes;  (3)  accident,  cancer  and  tumor,  blindness,  rheuma- 
tism, locomotor  ataxia.  The  number  of  claims  in  class  (i)  are 
likely  to  be  materially  increased  by  the  after-effects  of  influenza. 
This  class  contains  36  per  cent  of  the  total  claims  incurred  by  the 
three  companies.  There  will  probably  be  less  increase  in  the 
number  of  claims  in  class  (2),  which  contains  49  per  cent  of  the 
total  claims.  Class  (3),  which  contains  15  per  cent  of  the  total 
claims,  will  probably  not  be  affected  by  the  results  of  influenza. 

Judging  from  the  data  available  it  seems  not  improbable  that 
future  rates  for  total  and  permanent  disability  benefits  may  be 
increased  by  the  effects  of  influenza  sequelae. 
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SCOPE  AND  ADVANTAGES  OF  A  COURSE  OF  IXSTRUCTIOX  ON 
LIFE  INSURANCE  IN  AMERICAN  COLLEGES 
AND  UNIVERSITIES 

Mr.  Glover:  Mr.  President,  I  shall  make  my  talk  brief 
because  I  know  the  hour  for  closing  is  approaching.  I  trust, 
perhaps,  at  some  future  meeting  we  may  take  this  subject  up 
more  thoroughly. 

The  history  of  educational  work  in  life  insurance  in  this  country 
up  to  the  beginning  of  this  century  is  very  short.  Most  courses 
were  given  in  the  department  of  economics  in  the  form  of  lectures, 
and  these  courses  were  short  and  few  in  number.  I  think  the  chief 
reason  for  the  failure  of  the  colleges  and  universities  to  give  more 
extended  work  is  due  to  the  fact  that  the  faculty  themselves  had 
little  opportunity  to  receive  instruction  in  this  subject,  and  accord- 
ingly had  little  to  impart. 

Educational  work  in  insurance  in  this  country  has  branched 
off  from  courses  social  and  economic  in  character  to  those  of  a 
more  technical  character.  This  movement  is  perhaps  due  to  the 
instruction  which  was  given  on  the  Continent,  in  France,  Italy, 
and  Germany- — very  little  in  England,  because,  I  imagine,  this 
work  was  done  largely  by  the  Institute  of  Actuaries. 

The  fact  that  in  Germany  they  had  government  insurance 
induced  the  mathematical  faculties  in  many  of  the  universities 
to  offer  short  courses  on  the  theory  of  probability  and  actuarial 
subjects,  and  also  on  statistical  methods  and  the  theory  of  interest. 
All  these  subjects  were  usually  grouped  under  the  head  of  political 
arithmetic. 

During  the  last  two  decades  a  number  of  universities  in  this 
country  have  established  and  developed  courses  in  insurance. 
Among  these  may  be  mentioned  the  University  of  California, 
Dartmouth,  University  of  Illinois,  University  of  Iowa,  Harvard, 
University  of  Michigan,  Ohio  University,  University  of  Pennsyl- 
vania, University  of  Toronto,  and  the  University  of  Wisconsin. 
This  work  has  developed  along  two  lines:  courses  social  and 
economic  in  character  given  in  the  department  of  economics  and 
technical  courses  given  in  the  department  of  mathematics.  So 
much  for  the  history  of  the  subject. 

A  decidedly  significant  development  in  universities  in  the  last 
ten  years  is  that  departments  of  business  administration,  sometimes 
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in  graduate  schools  and  sometimes  in  the  undergraduate  schools, 
have  been  established.  Many  of  the  larger  universities  are  appro- 
priating hundreds  of  thousands  of  dollars  to  establish  these  schools, 
and  the  young  men  are  taking  courses  in  banking,  accounting, 
railroad  administration,  insurance,  and  various  other  lines. 

Insurance  is  only  one  activity,  but  in  practically  all  these  lines 
of  general  business-administration  the  introductory  work  required 
in  insurance  is  taken  in  common.  For  instance,  a  knowledge  of 
the  theory  of  interest  is  desirable  for  the  accountant  and  for  the 
man  who  goes  into  the  bank  and  for  the  man  who  is  going  to  make 
railroad  valuations.  On  this  account  classes  of  anywhere  from 
one  to  three  hundred  students  are  common  in  the  beginning  courses 
in  the  theory  of  interest  and  in  accounting. 

You  might  ask.  How  many  students  are  there  in  the  course 
in  insurance  ?  The  answer  is  that  while  in  the  elementary  or 
beginning  courses  there  are  two  or  three  hundred  probably  not 
more  than  5  or  10  per  cent  of  them  expect  to  become  actuaries 
or  enter  the  insurance  profession. 

Speaking  of  the  University  of  Michigan,  the  institution  with 
which  I  am  connected,  the  number  of  students  in  the  elementary 
courses  has  increased  from  a  dozen  or  so  ten  years  ago  to  over 
three  hundred  just  before  the  war,  and  I  think  it  is  a  safe  predic- 
tion to  say  that  in  the  next  five  years  in  the  larger  universities 
there  will  be  classes  of  five  hundred  right  along  taking  the  courses 
which  give  them  a  knowledge  of  the  elements  of  the  theory  of 
interest  and  insurance. 

There  are  two  distinct  lines  of  instruction  in  which  actuaries 
and  insurance  men  are  interested:  first,  general  education  in 
insurance,  second,  technical  instruction. 

The  general  courses  in  social  insurance  should  probably  be 
offered  in  the  department  of  economics,  while  the  technical  course 
must  necessarily,  I  think,  be  given  in  the  department  of  mathe- 
matics. 

The  development  along  these  lines  is  somewhat  confused  at 
the  present  time.  We  find,  for  example,  that  in  some  universities 
all  the  work,  both  social  and  technical,  is  being  given  in  the  depart- 
ment of  economics.  In  other  universities  it  is  all  given  in  the 
department  of  mathematics.  These  things  will  have  to  be  ironed 
out  in  the  course  of  time.     I  think  it  will  finally  end  up  by  the 
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social  courses  being  assigned  to  the  department  of  economics  and 
the  technical  courses  to  the  department  of  mathematics,  and  the 
work  in  both  of  these  departments  which  relates  to  this  and 
allied  subjects  will  be  combined  in  a  general  course  in  business 
administration  in  a  separate  graduate  school. 

I  have  always  regarded  the  actuarial  field  a  very  limited  one 
and  have  not  encouraged  many  students  to  go  into  it.  Those 
students  whom  I  have  trained  have  always  been  advised — per- 
haps I  should  apologize  before  this  audience  for  doing  so — to  use 
their  actuarial  knowledge  merely  as  an  entering  wedge  into  the 
insurance  profession.  I  like  to  see  them  get  into  the  home  office 
and  then  develop,  if  they  have  the  ability,  along  executive  lines 
or  work  out  into  the  field. 

In  the  case  of  my  own  students^ — I  wish  to  apologize  for  refer- 
ring so  frequently  to  my  own  students,  but  I  am  doing  it  merely 
to  illustrate  the  actual  facts  as  they  e.xist — many  who  started 
in  as  actuaries  have  gone  into  executive  or  field  work,  and  some 
haA-e  gone  so  far  as  to  organize  companies  themselves;  so  that 
we  have  all  phases  of  insurance  activity  among  these  young 
men. 

I  wish  I  had  more  time  to  spend  in  outlining  what  I  think  should 
be  done  wnth  reference  to  developing  the  general  education  and 
general  interest  of  the  public  in  insurance.  This  is  a  very  difficult 
problem  and  spasmodically  efi'ort  is  made  to  jam  or  put  through 
insurance  courses  in  our  colleges  and  universities  with  the  idea  that 
students  will  attend  in  large  numbers  and  that  they  will  be  success- 
ful. As  a  rule  they  are  poorly  attended  and  not  successful.  One 
reason  for  this  failure  is  that  too  frequently  a  series  of  disconnected 
lectures  is  arranged  and  given  by  outside  insurance  and  business 
men.  While  this  method  of  instruction  seems  plausible  experience 
has  shown  that  it  is  almost  always  disappointing.  An  occasional 
good  lecture  by  an  outside  practical  man  is  inspiring  but  the  main 
instruction  must  be  given  regularly  by  a  resident  professor  if  the 
courses  are  to  be  on  a  sound  pedagogical  basis.  I  also  believe 
that  before  you  can  get  a  university  community  of  students  inter- 
ested in  insurance  there  must  be  in  that  university  a  technical 
department  of  insurance.  Fundamental  technical  work  commands 
the  respect  of  the  students  and  they  talk  it  over  among  themselves, 
with  the  result  that  it  is  much  easier  in  an  institution  where  thev 
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turn  out  technical  men  to  give  courses  of  a  general  nature  which 
will  be  attended  by  large  numbers  of  students. 

I  would  like  to  see  sound  pedagogical  methods  employed  to 
train  men  for  field  work  in  insurance,  for  I  think  the  usual  method 
now  employed  is  hopeless  so  far  as  college  students  are  concerned; 
that  is,  after  they  graduate  to  hand  them  a  rate  book  and  send 
them  out  after  a  few  hours  or  days  of  superficial  aid  and  instruction. 
My  theory  is  that  the  best  way  to  make  field  men  out  of  college 
students  is  to  take  them  into  the  home  office  and  put  them  in  some 
technical  or  accounting  work,  and  let  them  find  for  themselves 
where  the  real  plums  lie  in  the  insurance  profession.  When  they 
meet  and  get  in  touch  with  the  men  who  are  producing,  the  bright 
fellows  will  shun  the  desk  and  start  on  the  trail  of  the  producers. 

Just  how  this  can  be  done  I  am  not  prepared  to  say,  but  I 
think  it  would  be  a  start  in  the  right  direction  if  the  American 
Convention  or  some  other  representative  body  should  appoint  a 
committee  to  develop  some  real  practical  working  scheme  along 
the  lines  I  have  suggested  to  get  at  the  most  promising  men  among 
our  college  students.  It  may  not  necessarily  be  men  in  my  work. 
Very  frequently  the  men  who  aim  to  be  actuaries  are  not  qualified 
to  be  successful  as  field  men  or  executives.  But  I  know  that  many 
men  can  be  reached  in  the  literary  and  law  departments  who 
display  the  peculiar  characteristics  which  mean  success  in  sales- 
manship. The  machinery  to  produce  field  men  and  executives  is 
there  in  many  of  our  institutions  and  all  we  have  to  do  is  to  get 
at  it  practically  and  combine  the  proper  courses.  Don't  try  to 
do  it  in  one  year  or  two  years  but  lay  out  a  comprehensive  plan 
which  will  bring  the  thing  about  gradually  and,  I  think,  in  this 
order:  first,  train  men  technically,  but  only  in  the  elements,  and 
get  them  interested  in  insurance  as  a  profession.  Through  this 
means  you  will  create  a  larger  university  interest  and  so  accomplish 
the  general  object  sought,  which  is  primarily  to  train  and  educate 
the  public  along  right  insurance  lines,  and,  second,  to  get  the 
highest  grade  of  men  in  the  field  through  preliminary  training  at 
the  home  office  or  at  some  of  the  large  general  agencies. 

Mr.  Hunter:  In  conducting  the  examinations  of  the  Acturial 
Society  we  find  that  there  is  as  large  a  percentage  of  follege  men 
who  fail  in  the  first  examination  as  of  high-school  boys.  The 
reasons  are  not  difficult  to  find  and  the  situation  can  be  remedied. 
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The  collegian  takes  his  mathematics  in  his  first  and  his  second 
years  and  on  entering  actuarial  work  two  or  three  years  later  he 
is  rusty  in  mathematics.  The  second  reason  is  that  in  some  colleges 
there  is  not  the  same  thoroughness  in  training  that  we  demand 
in  our  work.  INIany  college  professors  strive  to  teach  the  principles 
but  do  not  realize  that  failure  to  put  the  decimal  point  in  the  right 
place  ma\-  be  a  serious  matter  for  a  company. 

I  am  one  of  those  who  is  desirous  of  getting  the  college  men 
into  our  profession,  because  the  future  of  the  actuarial  profession 
is  in  the  hands  of  those  young  men,  and  we  must  do  everything  in 
our  power  to  get  the  best  of  them  into  our  profession.  More  college 
men  have  left  my  office  through  discouragement  in  failing  in  their 
first  examination  than  from  any  other  cause.  If  the  young  man 
decided  in  his  first  year  at  college  that  he  would  take  up  actuarial 
work  as  soon  as  possible,  then  he  could  take  his  mathematical 
courses  along  the  lines  which  would  enable  him  to  pass  his  first 
actuarial  examination  during  his  first  year  at  college  and  his  second 
in  his  second  year  at  college.  When  he  came  to  us  he  would  not 
have  to  study  elementary  mathematics  again,  but  could  start  with 
more  interesting  phases  of  our  work.  If  that  were  done  we  would 
not  only  attract  but  hold  a  larger  percentage  of  the  men  that  we  need 
to  make  our  profession  what  we  all  hope  it  will  be  in  the  future. 

Mr.  Simmons:  I  would  just  like  to  have  a  word  to  say 
about  this  educational  proposition  because  it  is  one  in  which  I 
am  intensely  interested,  and  especially  as  it  pertains  to  college  work. 

Last  year  in  the  College  of  Commerce  and  Business  Admin- 
istration, Tulane  University,  New  Orleans,  we  had  only  twenty 
students  enrolled.  This  year  through  the  co-operation  of  the 
general  agents  in  New  Orleans  we  had  a  class  of  one  hundred  and 
ten  and  they  were  men  that  did  not  mix  up  with  banking,  account- 
ing, or  other  courses,  but  took  a  straight  life  insurance  course. 

The  great  trouble  with  the  life  insurance  business  today  is  that 
we  are  not  putting  enough  of  the  right  kind  of  men  into  the  busi- 
ness. We  wait  until  men— and  I  am  talking  about  the  field  end 
of  it^are  twenty-five,  thirty,  or  forty  years  old  and  have  often 
fallen  down  in  other  lines  of  business  and  then  put  them  out  in 
the  field  to  sell  life  insurance.  Where  we  want  to  start  is  right 
at  the  ground  roots.  We  should  start  with  the  high  school.  We 
proposed  in  New  Orleans,  also  in  the  state  at  large,  to  put  an 
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insurance  course  in  the  high  schools,  awarding  prizes  on  some 
competitive  plan,  and  offering  scholarships  in  the  university  to 
the  men  who  really  take  up  the  study  of  insurance. 

I  believe  this  matter  of  education  is  an  important  one,  and  one 
to  which  you  gentlemen  ought  to  give  careful  consideration. 

As  you  probably  know,  there  will  be  opened  in  Pittsburgh  this 
fall  the  first  real  insurance  school  for  life  insurance  men.  The 
course  will  run  for  eleven  weeks,  and  will  be  devoted  exclusively 
to  life  insurance  salesmanship.  In  order  that  the  school  may 
succeed,  we  must  have  the  co-operation  of  the  life  insurance  com- 
panies in  this  country.  I  would  like  to  have  you  gentlemen  go 
home  and  advertise  and  boost  the  central  training  school  at 
Pittsburgh  because  it  is  just  one  of  many  that  are  going  to  be 
established  over  the  country. 

Just  a  word  further.  A  short  time  ago  I  got  a  letter  from 
Edward  A.  Woods  of  the  Equitable  at  Pittsburgh  saying  that 
the  Young  Men's  Christian  Association  was  advocating  setting 
aside  January  19  of  each  year  as  life  insurance  day,  and  I  also 
received  a  letter  today  from  Mr.  East,  the  national  secretary, 
asking  me  in  a  brief  way  to  give  you  gentlemen  an  outline  of  what 
they  want  to  do.  He  says  that  with  their  splendid  national  organi- 
zation they  will  be  able  to  appeal  directly  to  the  masses  on  the 
subject  of  life  insurance.     He  says  briefly: 

The  opportunity  to  get  the  Young  Men's  Christian  Association,  a 
world-wide  organization,  behind  a  campaign  to  increase  life  insurance 
work  is  an  opportunity  not  be  overlooked,  especially  since  the  approach 
to  the  public  is  to  be  made  by  the  Young  Men's  Christian  Association 
and  not  by  the  insurance  companies.  This  organization,  organized 
in  twenty-two  hundred  centers  with  more  than  five  thousand  employed 
secretaries,  could  secure  audiences  on  life  insurance  in  industries,  schools, 
and  churches  for  insurance  men  as  speakers  which  would  not  ordinarily 
be  open  to  them. 

His  letter  further  outlines  a  plan  that  will  be  laid  before  all 
the  American  companies  in  the  near  future.  When  it  comes 
before  your  company  I  would  like  to  have  you  back  it  to  the  limit. 

Mr.  Dawson:  One  matter  in  relation  to  such  instruction 
deserves  to  be  mentioned.  American  examinations  for  admission 
to  actuarial  societies  have  pretty  generally  been  set,  either  by 
actuaries  who  have  come  to  us  from  Great  Britain  and  Canada, 
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or  by  American  actuaries  who  have  taken  some  of  the  British 
examinations,  and  in  any  case,  either  directly  or  indirectly,  the 
questions  which  have  been  set  were  influenced  by  British 
practices. 

Having  been  educated  in  the  United  States,  although  m}-  early 
education  was  by  a  teacher  trained  in  the  British  method,  and 
having  taken  the  examinations  of  the  Institute  of  Actuaries  of 
Great  Britain,  and  having  done  a  great  deal  of  work  in  preparing 
American  boys  for  examinations,  I  have  had  exceptional  oppor- 
tunities for  observing  the  want  of  co-ordination  between  our 
actuarial  examinations  and  our  American  system  of  mathematical 
education. 

Our  system  of  education,  whether  that  be  right  or  wrong,  is 
one  of  instruction,  and  our  school  and  college  examinations  are 
directed  to  ascertaining  whether  or  not  one  has  learned  that  in 
which  he  has  been  instructed. 

British  mathematical  courses  are  almost  entirely  of  another 
type,  viz.:  the  struggling  with  difficult  problems,  using  what  one 
has  learned,  but  under  the  compulsion  to  make  original  applications 
of  it.  Very  particularly  the  Cambridge  mathematical  tripos 
examinations  are  of  this  type,  and  upon  these  the  British  Institute 
examination  questions  have  been  based. 

We  ought,  therefore,  either  to  reform  our  entire  method  of 
mathematical  instruction  in  school  and  college  as  regards  students 
destined  for  actuarial  pursuits,  or,  in  my  opinion,  to  reform  our 
examinations  for  admission  to  the  American  Society  and  the  Ameri- 
can Institute  as  associates,  so  as  to  conform  with  the  American 
methods  of  instruction.  It  would  be  nearly  impossible  to  accom- 
plish the  former,  and  certainly  our  little  branch  of  human  endeavor 
will  scarcely  avail  to  accomplish  it. 

It  is  also,  in  my  opinion,  much  better  to  reform  the  questions, 
because  first  of  all  the  associate  degree  does  not,  and  ought  not,  to 
indicate  more  than  that  one  is  well  prepared  for  the  performance 
of  subordinate  actuarial  duties. 

As  regards  the  final  examinations  for  the  American  Society 
and  the  American  Institute,  there  is  good  reason  why  one's  skill 
and  resourcefulness  should  be  tested,  so  that  none  may  receive 
the  highest  degree  except  those  who  are  capable  of  using  all  they 
have  learned  in  original  and  unaccustomed  wavs. 
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A  great  change  is  now  taking  place  in  the  attitude  of  the 
British  Institute  toward  this  matter.  It  is  now  recognized  that 
the  examinations  must  be  much  broader,  and  that  proficiency  in 
alternative  branches  must  be  accepted,  especially  for  the  higher 
degrees,  because  actuaries  specialize;  and  it  is  also  recognized 
that  not  a  few  have -attained  the  highest  degrees  under  existing 
methods  merely  because  they  had  acquired  special  skill  in  dealing 
with  examinations,  and  not  because  they  were  really  resourceful 
and  capable. 

In  my  opinion,  if  American  examinations  could  be  made  such 
that  those  for  the  first  degree  thoroughly  tested  one's  acquaintance 
with  the  elements  of  actuarial  science,  and  those  for  the  final  degree 
thoroughly  tested  one's  ability  to  apply  what  he  knows  in  original 
and  practically  important  ways,  we  would  make  actuarial  educa- 
tion as  a  preparation  to  take  such  examinations  and  acquire  the 
first  degree  to  conform  to  the  general  methods  of  education  in  our 
country,  and  we  would  prevent  the  final  degree  being  conferred 
except  upon  those  who  had  shown  real  and  marked  ability  to  do 
practical  work  of  importance  and  value.  In  such  case,  it  could 
be  conferred  either  as  the  result  of  an  examination  of  that  tvpe  or 
as  the  result  of  investigations  of  work  actually  done,  or  even  of 
recognition  by  preferment  in  important  companies. 

Mr.  H.  L.  Rietz:  It  seems  to  me  that  there  are  two  reasons 
for  the  situation  to  which  Mr.  Hunter  calls  attention  in  regard 
to  the  failure  of  college  graduates  to  pass  the  examinations  of  our 
actuarial  societies. 

The  first  reason  is  found  in  the  fact  that  many  college  and 
university  students  in  America  take  practically  no  mathematics 
in  their  college  courses.  Practically  all  of  those  who  take  much 
mathematics  are  headed  toward  engineering  or  work  in  pure  mathe- 
matics or  in  the  physical  sciences.  Many  of  our  college  students 
under  the  elective  system  load  their  programs  with  purely  descrip- 
tive courses  rather  than  with  subjects  that  are  quantitatively  exact. 
The  fact,  therefore,  that  a  man  is  a  college  graduate  in  the  United 
States  ought  not  to  be  taken  as  evidence  that  he  knows  more  mathe- 
matics than  a  high-school  graduate  until  the  fact  is  established  in 
regard  to  the  kind  of  courses  he  has  taken  in  college.  The  practical 
way  to  avoid  at  least  part  of  the  failures  referred  to  by  Mr.  Hunter 
is  to  select  the  graduates  who  are  recommended  by  the  mathe- 
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matics  faculty  as  strong  in  mathematics,  or  still  better  to  select 
those  who  have  taken,  in  addition  to  pure  mathematical  courses, 
special  courses  in  actuarial  theory.  ,      ,  .,  f 

The  second  reason  which  I  should  assign  for  the  failure  of 
college  and  university  graduates  to  pass  actuarial  examinations  is 
found  in  the  fact  that  American  education  has  developed  m  a  way 
that  is  not  so  conducive  to  preparation  for  examinations  as  is  the 
method  of  education  in  England.  It  is  fair  to  say  that  higher 
education  in  the  United  States  has  been  more  influenced  by  the 
educational  methods  of  continental  Europe  than  by  those  of 
England  In  our  universities  more  stress  is  placed  on  daily  work 
and  upon  abiUty  at  research  and  investigation  than  on  ability  to 
pass  rigid  examinations  of  the  English  type. 

It  seems  to  me  that  the  advantages  of  instruction  m  msurance 
in  our  colleges  and  universities  can  only  be  properly  considered  in 
the  light  of  the  fact  that  it  has  become  the  fashion  for  young  men 
in  this  country  to  go  to  our  colleges,  universities,  and  technica 
schools  in  tremendouslv  increasing  numbers.     We  may  as  well 
accept  it  as  a  fact  that,  taken  in  the  large  with  certain  exceptions, 
the  strongest  voung  men  from  the  standpoint  of  ability  arid  leader- 
ship go  to  the  colleges,  universities,  and  technical  schools  to  find 
their  levels  among  their  fellows  and  to  make  a  start  on  a  career  of 
life      If  the  insurance  business  is  to  meet  this  situation  and  have  a 
fair  chance  with  other  lines  at  the  interests  of  these  men,  it  is 
essential  that  they  be  given  an  opportunity  to  study  and  thmk 
about  insurance  to  some  extent  while  in  the  college,  university,  or 

technical  school. 

The  need  for  instruction  in  insurance  comes  from  three  direc- 
tions- (a)  from  those  who  are  to  become  purchasers  of  msurance 
and  are  interested  in  its  general  economic  and  social  aspects, 
(h)  from  those  who  are  to  become  the  salesmen  of  insurance  and 
should  make  this  work  a  profession;  (.)  from  those  who  are  to 
become  the  actuaries  and  statisticians,  interested  in  the  conduct 

of  the  business.  „    .   j     ^       -ru^ 

The  first  group  includes,  of  course,  nearly  all  students  ihe 
primarv  aim  should  be  to  give  a  survey  course  in  which  the  first 
principles  of  legal  reserve  life  insurance  are  studied.  This  should 
certainlv  include  the  use  of  insurance  in  overcoming  the  economic 
disturbances  due  to   the  uncertainty  of   life,   the  personal  and 
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business  uses  of  insurance,  the  principle  of  mutuality  that  has 
been  found  practical  and  enduring  in  legal  reserve  life  insurance, 
something  of  the  history  of  insurance,  the  meaning  of  a  mortality 
table,  and  the  computation  of  some  premiums  and  reserves  for  some 
simple  types  of  insurance  so  as  to  fix  the  meaning  of  reserves.  The 
course  should  treat  the  capitalized  value  of  the  earning  power  of 
groups  of  men,  with  stress  on  under-insurance  being  the  rule 
rather  than  the  exception  when  comparison  is  made  with  the 
capitalized  value  of  the  earning  power  of  the  man  concerned  and 
with  the  needs  of  his  dependents. 

It  is  quite  clear  to  all  of  us  that  there  is  practically  no  limit 
to  the  subject-matter.  It  is  simply  a  matter  of  the  time  that  can 
be  taken  from  other  subjects  to  be  given  to  this  work.  It  seems 
clear  to  me  that  the  effect  of  such  a  course  as  this  would  be  to 
make  the  people  larger  and  more  intelligent  buyers  of  insurance. 
It  would  also  result  in  interesting  a  considerable  number  of  young 
men  to  become  insurance  salesmen.  Indeed,  I  had  just  such  an 
experience  a  few  years  ago  in  teaching  a  course  in  the  economics  of 
insurance  when  a  professor  of  economics  who  regularly  taught  the 
course  was  away  on  leave  of  absence.  Three  or  four  students 
out  of  a  class  of  thirty  expressed  to  me  a  desire  to  go  into  the  insur- 
ance business.  The  time  given  to  the  course  was  simply  three 
class  periods  per  week  for  one  semester. 

The  second  group  mentioned  above  or  those  who  are  to  become 
the  salesmen  of  insurance  would  be  recruited  from  the  first  group 
and  should,  therefore,  first  of  all  have  the  course  given  to  prospec- 
tive purchasers.  To  a  large  extent  this  course  would  be  an  exten- 
sion of  the  previous  course,  and  I  should  not  hesitate  to  recommend 
that  the  members  of  this  group  take  much  of  the  material  such  as 
that  given  in  Moir's  Primer,  omitting  any  parts  that  are  too 
mathematical  for  their  preparation.  Just  here  I  should  Uke  to 
say,  however,  that  I  am  strongly  of  the  opinion  that  the  qualitative 
side  of  insurance  is  appreciated  much  more  when  the  quantitative 
side  can  be  presented  to  a  considerable  extent.  These  young 
men  should  master  a  variety  of  policies  and  hold  debates  on  the 
merits  of  different  policies  for  different  purposes.  The  aim  here 
should  be  to  make  these  }'Oung  men  competent  advisers  of  the 
public  on  matters  of  insurance  after  they  have  had  some  experience 
in  a  well-conducted  agency.     Certainly  the  personal  element  in 
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insurance  salesmen  should  be  very  much  emphasized  and  the 
ethics  of  the  business  should  be  carefully  treated.  The  young  men 
should  be  urged  to  make  insurance  a  profession. 

I  am  going  to  have  the  temerity  to  say,  in  spite  of  the  fact 
that  I  realize  fully  that  the  business  of  insurance  salesmanship  is 
on  a  much  higher  plane  today  than  it  was  some  years  ago,  that  the 
coming  of  these  college  graduates  with  a  knowledge  of  insurance 
into  the  business  of  insurance  salesmanship  will  add  greatly  to  the 
dignity  of  the  business.  By  way  of  analogy  I  should  like  to  say 
that  twenty-four  years  ago  when  I  entered  a  state  university  as 
a  Freshman  student  there  were  just  a  few  agricultural  students 
in  attendance  and  these  were  often  referred  to  as  hayseeds  and 
shorthorns.  Today  we  have  many  thousands  of  these  agricultural 
students  in  our  colleges  and  universities.  The  dean  of  a  large 
agricultural  college  told  me  recently  that  he  thought  the  greatest 
service  that  these  colleges  have  rendered  is  to  dignify  the  business 
of  farming.  Today  young  men  are  no  longer  ashamed  to  be  farmers 
but  are  indeed  very  proud  of  the  business  of  farming,  and  young 
men  of  ability  go  from  our  colleges  and  universities  back  to  the 
farm. 

The  third  group  of  students  is  a  small  one  and  only  a  small 
number  of  our  large  institutions  are  likely  to  find  it  desirable  to 
interest  themselves  in  this  work.  But  those  who  are  to  become 
actuaries  and  technical  experts  of  insurance  companies  are  cer- 
tainly a  most  important  group.  In  his  discussion  Dr.  Glover  has 
dealt  largely  with  this  phase  of  the  work,  and  on  account  of  the 
lack  of  time  I  shall  not  attempt  to  characterize  the  work  of  such 
a  course.  It  seems  that  the  results  to  be  obtained  by  instruction 
in  actuarial  theory  are  in  many  respects  like  those  in  the  education 
of  engineers.  Some  years  ago  it  was  a  matter  of  doubt  whether 
men  should  study  civil,  electrical,  and  mechanical  engineering 
in  our  colleges  and  universities  or  whether  they  should  study  these 
subjects  through  apprenticeships.  This  is  no  longer  a  matter  of 
doubt,  and  today  we  are  literally  turning  out  thousands  of  engineer- 
ing graduates  from  our  colleges  and  technical  schools  and  there  is 
an  increasing  demand  for  their  services,  although  it  is  a  mistake 
to  assume  that  these  men  are  engineers  when  they  graduate. 
They  are  simply  so  trained  that  they  will  in  general  rapidly  become 
engineers  when  they  get  into  actual  practice.     A  thorough  course 
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in  actuarial  theory  is  perhaps  as  technical  as  the  average  engineer- 
ing course.  The  graduates  are  not  actuaries  any  more  than  the 
graduates  of  an  engineering  college  are  engineers.  They  are  simply 
so  trained  that  they  will  in  general  rapidly  become  actuaries, 
if  they  get  into  the  actual  practice  of  the  business.  Moreover,  I 
submit  that  this  study  of  actuarial  theory  is  fine  training  for 
general  business,  and  a  student  is  making  no  mistake  in  taking 
such  work  even  if  it  turns  out  that  he  enters  fieldwork  in  insurance 
or  some  other  line  of  business. 

In  conclusion  I  would  merely  emphasize  that  it  is  the  fashion 
in  America  for  young  men  to  go  to  our  colleges,  universities,  and 
technical  schools,  and  some  of  the  future  leaders  in  the  insurance 
business  should  be  discovered  by  the  process  which  I  have  thus 
very  briefly  and  imperfectly  outlined. 
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SYNOPSIS  OF  MINUTES  OF  ELEVENTH  ANNUAL  MEET- 
ING OF  THE  AMERICAN  INSTITUTE  OF  ACTUARIES, " 
JUNE    5,   6,    AND    7,    1919,   AT   HOTEL   JEFFERSON, 
ST.  LOUIS,  MISSOURI 

The  Institute  was  called  to  order  by  President  Beckett  at 
10:00  A.M.,  Thursday,  June  5,  1919.  Upon  call  of  the  roll  the 
following  Fellows  and  Associates  were  recorded  as  present: 


E.  C.  Ames 
L.  A.  Anderson 
O.  J.  Arnold 
C.  H.  Beckett 
J.  P.  Bowerman 
Henry  W.  Buttolph 
John  C.  Cameron 
Carroll  B.  Carr 
Edwin  R.  Carter 
H.  C.  Corbett 
James  D.  Craig 
H.  W.  Curjel 


George  W.  Bishop 
J.  A.  Copeland 
Harry  C.  Fetsch 
William  J.  Hiller 


FELLOWS 

Miles  M.  Dawson 

E.  O.  Dunlap 
J.  M.  Emery 

J.  Burnett  Gibb 
J.  W.  Glover 
George  Graham 
Arthur  Hunter 
Franklin  B.  Mead 
P.  V.  Montgomery 
William  O.  Morris 
J.  H.  Nitchie 
P.  C.  H.  Papps 

ASSOCIATES 

F.  R.  Jordan 
E.  L.  Marshall 
E.  L.  Porter 
M.  R.  Scott 


George  B.  Pattison 

S.  L.  Phelps 

T.  A.  Phillips 

Henry  L.  Rietz 

J.  C.  Rietz 

J.  C.  Seitz 

C.  F.  Stein 

B. J.  Stookey 

H.  E.  Vineberg 

R.  Montague  Webb 

Paul  L.  Woolston 


H.  G.  Sellman 
CO.  Shepherd 
Fred  D.  Strudell 


The   following  Contributing  Members   companies   were   also 
represented  by  other  than  Fellows  and  Associates: 


CONTRIBUTING  MEMBERS 

.  /  Herbert  M.  Woollen,  President 

\  M.  F.  Belisle,  Fourth  Vice-Presideni 

Central  States P^'-  ^-  M^Bride,  Actuary 

\  T.  H.  Galbraith,  Assistant  Secretary 

Federal L.  D.  Cavenaugh,  Actuary  and  Assistant  Secretary 

Indianapolis E.  B.  Raub,  Vice-President  and  General  Counsel 

Lafayette W.  W.  Lane,  Secretary 

Lincoln  National Frank  Shailer,  Assistant  Actuary 
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Northwestern  National J.  Stuart  Hale,  Actuary 

Old  Line J.  E.  Reilly,  Secretary 

Pan-American E.  G.  Simmons,  Vice-President  and  General  Manager 

Peoria P.  F.  Bourscheidt 

Reliance J.  N.  Jamison,  Assistant  Secretary 

Southland J.  \V.  Hurst,  Jr.,  Secretary 

Western  Reserve H.  H.  Orr,  Counsel 

Mr.  Graham,  chairman  of  the  Committee  on  Arrangements, 
invited  members  and  guests  to  dinner  at  the  Sunset  Country  Club 
in  St.  Louis  County  and  announced  arrangements  for  reaching 
there,  after  which  the  President  read  his  annual  address  printed 
elsewhere  in  the  Record. 

Upon  motion,  the  minutes  as  printed  in  No.  15  of  the  Record 
were  approved. 

Mr.  Arnold,  chairman,  then  presented  the  report  of  the  Com- 
mittee on  Resolutions  and  moved  that  Memorials  be  printed 
in  the  Record,  the  official  publication  of  the  Institute.  The  motion 
was  seconded  and  was  unanimously  carried  by  a  rising  vote.  These 
resolutions  are  printed  elsewhere  in  the  Record. 

The  Secretary  then  presented  a  summary  of  the  business 
transacted  by  the  Board  of  Governors  since  the  last  annual  meeting 
and  upon  motion  it  was  voted  unanimously  to  confirm  the  action 
taken  by  the  Board  of  Governors. 

The  Treasurer  then  presented  his  annual  report,  printed  in 
this  volume  of  the  Record,  which  was  referred  to  an  Auditing 
Committee  composed  of  Messrs.  Bowerman,  J.  C.  Rietz,  and 
Stein. 

The  Librarian  then  presented  his  annual  report. 

Upon  motion  the  election  of  officers  as  the  next  order  of  business 
was  made  a  special  order  of  business  for  eleven  o'clock  Saturday 
morning. 

The  Institute  then  proceeded  to  the  consideration  of  the  formal 
papers  on  the  program,  the  first  paper  being  that  of  Dr.  Rietz, 
entitled  "Recent  Developments  in  Pension  Plan  for  Public 
Employees."  Mr.  Papps  then  presented  his  paper,  "The  ^Method 
of  Estimating  the  Rate  of  Persistency."  This  was  followed  by 
Mr.  Buttolph's  paper,  "Individual  Reserves  in  Life  Insurance." 

Adjournment  was  then  taken  until  two  o'clock. 

Upon  reconvening  at  two  o'clock  Mr.  Curjel  presented  two 
formal  papers,  "Tables  for  the  Calculation  the  of  Cost  of  Insur- 
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ance  from  the  Amount  Insured  and  the  Mean  Reserve,  Grouped 
bv  \  ained  Ages"  and  "Valuation  in  Groups  by  Attamed  Age 
f  a  Company's  Liabihty  under  the  DisabiUty  Prov..^^^^^^^^^ 
ItsPoUcies."  Mr.  Phelps  then  presented  his  paper,  The  Revenue 
Act  of  1Q18  and  Life  Insurance  Companies." 

The  Institute  entered  the  discussion  of  formal  papers  present  d 
at  the  last  meeting  as  per  program.  After  Messrs.  Marshall, 
Bowerman,  Vineberg,  Nitchie,  and  Buttolph  had  P-^te^^^^^^^^ 
discussions,    the    Institute    adjourned    untd    xo: 00  a.m.,  Friday, 

^''''The  Institute  was  called  to  order  10:00  a.m.,  June  6,  and  pro- 
ceeded with  the  discussion  of  formal  papers  presented  at  the  last 
meeting.  Messrs.  Vineberg,  Morris,  FondiUer,  Phelps,  and  Webb 
presented  formal  discussion,  followed  by  informal  discussion 
participated  in  by  Messrs.  Craig,  Bowerman,  ^-son  B^^^^^^^^^^ 
Mead,  Vineberg,  Glover,  Shepherd  Hunter,  and  closed  b^  Mr^ 
Buttolph,  author  of  the  last  paper  discussed.  The  meeting  then 
adjourned  until  2:00  P.M.  .^u,  ^rn 

The  Institute  reconvened  at  2:00  p.m.  and  immediately  p  o- 
ceeded  with  the  discussion  of  the  topics  on  the  Program  for 
informal  discussion,  which  was  generally  participated  in  by  the 
members,  adjourning  at  5:00  p.m. 

The  Institute  reconvened  at  9:00  A.M.,  Saturday,  June  7, 
and  continued  the  discussion  of  subjects  on  the  program  for 
LforllXcussion,  following  which  the  Auditing  Committee 
presented  its  report,  which  was  unanimously  adopted. 
"^  The  Convention  then  proceeded  to  the  election  of  officers  for 
the  ensuing  year,  which  election  resulted  as  follows:  president, 
C  H.Beckett;  vice-president,  H.  L.  Rietz;  secretary,  Carroll  B 
Carr-  treasurer,  Bert  J.  Stookey;  governors  for  term  of  three 
years,  Thomas  A.  Phillips,  George  Graham. 

Upon  motion  the  hearty  thanks  of  the  Institute  were  extended 
to  those  responsible  for  the  very  delightful  entertainment  received 
by  the  members  of  the  Institute.  The  meeting  then  adjourned 
sine  die. 
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ADDRESS  OF  THE  PRESIDENT 

CHARLES  H,\RRISOX  BECKETT 

When  this  Institute  last  met  in  the  city  of  Chicago  we  were  in 
the  midst  of  the  world-war;  a  number  of  our  members  were  then 
engaged  in  military  service,  others  were  expecting  to  go.  Topics 
having  to  do  with  the  questions  brought  about  by  the  war  occupied 
the  position  of  chief  prominence  in  the  subjects  discussed.  The 
members  of  the  Institute  fully  realized  that  because  of  rapidly 
changing  conditions  the  war  questions,  as  they  affect  life  insurance, 
must  demand  their  best  thought  as  long  as  the  conflict  continued. 

We  subscribed  to  and  endorsed  the  words  and  spirit  of  the 
President  of  this  Institute  when  he  said,  "Our  companies,  as  yet, 
have  felt  little  of  the  effect  of  this  crisis.  It  is  customary  to  say 
that  we  shall  suffer  greatly  because  of  increased  mortality.  But 
why  talk  of  it  as  suffering?  Let  us  rather  look  upon  it  as  an 
increased  justification  for  our  existence  and  a  multiplication  of  the 
service  we  render.  In  years  to  come  when  we  talk  not  of  the  war 
that  was  forced  upon  us,  but  of  the  peace  that  was  forced  upon  our 
enemies,  we  shall  be  proud  that  our  companies  stood  the  test  and 
by  their  stability  helped  make  that  peace  possible."  How  little 
we  then  realized  of  what  could  be  wrought  in  even  the  short  span 
of  a  single  year ! 

The  increased  mortality  to  which  Mr.  Portch  referred  was  not 
realized  by  our  own  companies,  3'et  before  six  months  had  elapsed 
pestilence  swept  over  the  world  and  carried  away  its  miUions,  and 
among  them  our  own  Albert  Portch — he  who  was  a  giant  among 
men  in  his  young  and  vigorous  manhood,  strong  mental  powers, 
and  stalwart  character. 

It  is  impossible  for  us  to  grasp  the  full  significance  of  the  tre- 
mendous events  of  this  single  year,  but  the  enemy  has  been  forced 
to  acknowledge  defeat  and  we  are  indeed  proud  that  our  companies 
have  stood  the  test  and  that  they  have  helped  to  make  peace 
possible.  A  year  ago  we  were  discussing  problems  incident  to 
the  waging  of  war,  nay,  even  six  months  ago  the  program  prepared 
for  this  Institute  dealt  almost  exclusively  with  war  questions. 
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Happily,  today  we  are  gathered  to  study  the  equally  important 
nroblenis  of  reconstruction. 

When  we  recall  the  position  taken  by  the  hfe  insurance  busi- 
ness when  this  country  was  forced  into  war,  we  are  P™"'!  "' '  = 
spirit  of  patriotism;    wlren  we  read  of  the  records  made  by  life 
insurance  companies  and  their  representatives  on  every  call  of 
our  Government  for  money,  work,  or  men  m  connection  with 
financing  the  war,  we  are  impressed  in  a  deeper  sense  vvith  the 
magnitude  and  importance  of  our  business  and  with  the  characte 
and  tvpe  of  citizenship  represented  therem;  when  we  look^bou 
our  offices  and  over  the  field  and  enumerate  the  ™st  ""nab^s  o 
our  people  who  went  into  active  military  service,  we  find  that  the 
life  insurance  men  were  ready  to  give  to  their  government  and  to 
the  cause  for  which  it  was  fighting  not  only  their  money,  the. 
labor,  and  their  special  training,  but  their  lives  if  ""^  '«•    Jhe 
life  insurance  business  gladly  assumed  its  ,ust  share  of '^e  burden 
of  an  imposed  and  cruel  war,  but  it  had  only  begun  to  do  the  things 
which  it  was  readv  to  do  and  capable  of  doing,  had  the  necessity 
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In'  additior^  to  the  trials  of  war,  the  companies  have  been 
called  upon  to  meet  the  losses  from  the  epidemic  of  mfluenza  .^ich 
has  cauLd  a  degree  of  mortaUty  among  citizens  and  so  diers  ahke 
such  as  would  have  been  thought  impossible  m  this  day.  When 
we  examine  the  statements  of  the  life  insurance  compames  for  the 
-ear  ending  December  31,  1Q18,  we  are  appalled  by  the  tremendou 
losses,  and  such  losses  continued  heavily  during  the  first  months  of 

'^'tI"  conditions  through  which  we  have  been  passing  have 
given  the  companies  a  great  opportunity  to  prove  not  only  their 
capabihty  of  service  but  also  their  efficiency  in  rendering  service, 
and  these  are  the  tests  which  must  finally  be  apphed  to  everv 
institution.  While  the  proof  of  service  is  the  necessary  condition 
which  must  ultimately  be  fulfilled  in  order  to  justify  such  continued 
Tupport  as  will  produce  hfe  and  growth,  yet  it  is  not  the  sufficient 
condiL  Unless  it  can  be  demonstrated  that  an  mstitution 
serves  its  purpose  better  than  could  any  other,  it  will  m  time  be 
replaced  bv  the  inexorable  law  of  the  survival  of  the  fittest. 

Legal  'reserve  hfe  insurance  in  America  has  been  tried  and 
tested  as  it  has  grown  and  developed.     The  soil  of  Amencan  free 
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and  democratic  thought  and  action  was  pecuUarly  fitted  for  the 
growth  of  an  institution  destined  to  serve  all  the  people.  The 
very  spirit  of  American  independence  impels  every  man  to  provide 
for  his  own.  Extraordinary  conditions  and  unusual  and  unprece- 
dented demands  bring  out  the  best  or  the  worst  in  institutions  as 
in  individuals,  depending  upon  whether  or  not  they  are  qualified 
to  stand  the  test. 

The  ability  of  the  life  insurance  companies  to  meet  promptly 
and  without  question  the  excessive  losses  caused  by  an  epidemic 
which  .was  more  widely  prevalent  than  was  ever  before  known  in 
this  country,  or  than  had  been  deemed  possible  by  the  most  far- 
seeing  among  us,  was  a  test  that  has  proven  to  be  an  inspiration 
to  its  patrons. 

The  life  insurance  companies  have  gone  through  these  trials  and 
emerged  from  these  tests  in  such  a  manner  as  to  plant  themselves 
more  deeply  in  the  confidence  of  the  people.  Socialistic  tendencies 
which  were  appearing  before  the  war  and  threatening  to  place  their 
hands  upon  the  business  of  life  insurance  have  received  a  blow  from 
which  they  will  not  soon  recover.  No  other  organization  or  plan 
of  management  has  yet  appeared  which  gives  any  promise  of 
betterment  in  the  service  of  providing  insurance  protection,  and 
this  fact  has  been  disseminated  in  a  most  unusual  manner  because 
of  the  extraordinary  public  interest  in  these  affairs. 

A  very  considerable  advance  has  been  made  in  the  work  of 
educating  the  public.  In  normal  times  it  has  been  found  somewhat 
difficult  to  interest  the  public  in  insurance  matters.  During  the 
past  year  this  subject  has  been  talked  in  the  clubs,  in  the  offices,  in 
the  homes;  wherever  the  daily  papers  are  read;  whenever  people 
have  seen  their  friends  or  members  of  their  families  march  away 
to  war;  whenever  they  have  witnessed  the  havoc  wrought  by  the 
unexpected  epidemic;  whenever  they  have  seen  the  benefits  of  life 
insurance  as  evidenced  by  the  payments  made  to  needy  bene- 
ficiaries. 

One  of  the  educational  influences  through  which  the  life  insur- 
ance business  has  been  brought  favorably  to  the  attention  of  the 
public  is  the  lesson  in  thrift.  The  life  insurance  man  has  been  talk- 
ing for  years  of  the  advantages  of  assuming  an  obligation  to  create 
an  estate  for  one's  self  by  agreeing  to  make  deposits  in  instal- 
ments.    The  influence  of  the  work  which  has  been  done  is  difficult 
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to  measure,  but  it  undoubtedly  has  been  very  great.  WTien  the 
people  were  called  upon  to  buy  Liberty  Bonds  and  were  given 
the  privilege  of  making  their  payments  by  instalments,  the  country 
received  the  benefit  of  this  preparatory  work.  It  is  reported  that 
there  were  twenty-two  million  subscribers  to  the  last  Liberty  Loan 
and  over  twelve  million  subscribers  to  the  Victory  Loan.  These 
facts  alone  reveal  a  most  remarkable  social  and  economic  phenom- 
enon. Under  the  stress  of  moral  compulsion  men  who  have  never 
saved  before  have  learned  the  lesson  of  personal  thrift,  and  they 
have  felt  the  thrill  and  pride  of  possession.  To  persuade  them  to 
again  assume  a  similar  obligation  and  make  their  payments  to  the 
life  companies,  whose  function  is  to  meet  such  requirements,  is 
vastly  easier  of  accomplishment.  Further,  the  American  public 
has  learned  that  required  payment  at  regular  intervals  forms  the 
compulsory  motive  for  saving,  and  that  such  motive  is  needed  and 
can  best  be  supplied  by  the  life  insurance  contract. 

The  program  which  is  to  be  presented  at  this  meeting  is  a 
forward-looking  program.  Just  now  all  business  is  unusually 
awake  to  the  thought  of  winning  its  share  of  the  victories  of  peace. 
From  many  indications  it  would  appear  that  we  are  entering  upon 
a  period  of  unusual  prosperity,  but  more  time  will  be  required  in 
order  to  determine  whether  the  present  high  record  of  disburse- 
ments, in  almost  all  lines  of  business,  is  due  to  a  reaction  from  the 
restrictions  imposed  during  the  war  or  to  the  actual  beginning  of 
an  era  of  sustained  activity.  It  is  a  significant  fact  that  private 
life  insurance  companies  are  now  writing  a  greater  volume  of  busi- 
ness than  ever  before,  and  this  cannot  be  attributed  entirely  to 
good  wages  and  the  prospects  of  abundant  crops  which  will  be 
marketed  at  high  prices. 

The  thoughts  of  the  people  have  been  focused  upon  life  insur- 
ance through  the  well-known  service  that  it  has  rendered  during 
the  war;  through  the  effects  of  the  epidemic  when  men  have  seen 
their  friends  struck  down  in  the  prime  of  life;  on  account  of  the 
high  cost  of  living  and  resultant  decreased  purchasing  power  of  a 
dollar;  through  renewed  confidence  in  the  stabihty  and  manage- 
ment of  private  life  insurance  companies. 

The  transformation  of  the  business  of  life  insurance  into  an 
institution  has  become  an  established  fact  in  the  position  which  it 
now  occupies  in  the  nation's  thought  and  everyday  Ufe.     It  has 
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never  before  been  so  thoroughly  understood  that  this  business 
wields  a  vital  force  in  the  economic  life  of  the  nation. 

Yet,  paradoxical  as  it  might  appear,  there  are  grave  and  danger- 
ous conditions  to  be  met.  We  do  not  know,  for  example,  that  the 
influenza  has  spent  itself.  While  at  the  present  time  there  is  an 
abatement  in  the  disease,  yet  we  cannot  tell  to  what  extent  future 
mortality  will  be  affected  thereby.  In  any  event,  actuaries  have 
been  profoundly  impressed  with  this  unexpected  death  strain  from 
a  single  cause. 

I  believe  that  most  of  us  had  about  reached  the  conclusion  that 
medical  science  had  advanced  to  such  an  extent  that  we  might 
safely  disregard  the  probability  of  a  great  increase  in  mortality 
on  account  of  an  epidemic,  and  it  will  be  recalled  that  this 
argument  has  been  presented  frequently  in  the  widespread  dis- 
cussions concerning  a  new  mortalit}-  table  which  would  adequately 
represent  the  mortality  that  might  reasonably  be  expected  in 
future  years  among  insured  lives.  The  experience  we  have  had 
will  cause  us  to  hesitate  before  disregarding  the  probability  of 
epidemics  in  our  assumption  concerning  future  mortality. 

In  19 14  we  were  rudely  shaken  from  the  position  that  the 
probabiHty  of  a  general  war  was  so  remote  as  not  to  deserve  serious 
thought.  We  all  hope  that  there  will  never  be  another  war,  but 
such  may  come  in  the  necessary  defense  of  our  national  security, 
or  of  that  honor  under  whose  protection  national  security  reposes. 
Since  the  preparation  of  a  new  mortality  table  began  there  has 
been  revived,  therefore,  two  important  contingencies  to  which 
must  be  given  due  consideration  and  neither  of  which  can  be 
ignored. 

The  members  of  this  Institute  are  deeply  interested  in  all  the 
great  questions  now  pressing  for  solution  which  have  to  do  with  the 
betterment  of  social  conditions  and  the  working  out  of  involved 
and  complex  financial  entanglements.  There  is  the  problem  of 
the  investments  secured  by  the  property  of  our  great  transporta- 
tion and  public  utility  companies  in  which  funds  of  the  life  insur- 
ance companies  are  invested  and  of  which  securities,  therefore,  the 
policyholders  are  the  owners.  Just  now  the  Chamber  of  Commerce 
of  America  is  asking  the  life  companies  what  interest  they  may 
have  in  street-car  securities.  This  is  simply  an  indication  of  what 
is  to  come  before  the  railroads  and  public  utilities,  including  tele- 
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phone  and  telegraph  companies,  are  placed  upon  a  sound  and 
satisfactory  basis.  It  is  indeed  an  encouraging  sign  of  the  times 
that  a  great  national  committee  is  at  least  recognizing  that  policy- 
holders might  have  some  interest  in  the  investments  underlying 
the  security  of  their  poHcies. 

We  have  an  interest  in  the  question  of  the  direct  taxation  of  life 
insurance  as  such.  Under  the  present  situation  the  state  in  which 
the  provident  man  lives  and  pays  his  own  tax  in  order  to  help  the 
community  provide  for  the  needy  families  of  those  who  died 
uninsured  demands  a  part  of  every  premium  that  he  pays  and  thus 
increases  the  cost  of  his  insurance.  One  of  the  very  last  things 
from  which  a  government  should  enact  a  revenue  is  life  insurance, 
and  as  soon  as  the  present  emergency,  created  by  the  war,  is  past 
the  government  should  remove  this  additional  burden  from  policy- 
holders, and  we  have  our  work  to  do  in  helping  to  bring  this  about. 

States,  municipaUties,  corporations  and  associations  of  all 
kinds,  have  inaugurated  pension  plans  of  one  and  another  sort  and 
usually  without  any  proper  consideration  of  the  fundamental 
principles  involved.  Their  difficulties  are  now  appearing,  as  must 
needs  be,  and  our  membership  should  have  an  increasing  share  m 
the  work  of  placing  these  plans  on  a  stable  basis  and  in  the  enact- 
ment of  pension  legislation  which  shall  be  scientific  and  workable. 
Actuaries  are  now  being  called  upon  for  advice  and  assistance  when 
these  plans  are  found  to  be  faiUng.  Perhaps  it  is  not  too  much  to 
hope  that  ere  long  it  will  be  considered  the  better  way  to  consult 
the  actuary  before  assuming  the  obligations.  There  is  work  for 
the  public  good  which  only  the  trained  expert  can  perform,  and  I 
expect  and  hope  to  see  this  Institute  continue  in  its  splendid  begin- 
ning and  assume  a  larger  share  of  the  work  and  responsibility  in 
all  such  matters. 

I  do  not  wish  to  make  further  encroachment  upon  your  time. 
This  is  a  meeting  in  which  all  may  have  a  part.  It  has  been  my 
purpose  simply  to  bring  to  your  attention,  in  the  briefest  possible 
manner,  something  of  the  conditions  under  which  we  are  now 
assembled,  as  our  work  and  thoughts  are  thereby  affected,  and 
a  httle  of  what  was  in  the  mind  of  the  committee  in  arranging 
your  program. 

It  was  a  grievous  disappointment  to  the  officers,  the  council, 
and  I  am  sure  to  all  of  the  members  of  the  Institute,  that  we  were 
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unable  to  hold  the  usual  fall  meeting.  A  program  had  been  pre- 
pared and  there  were  assurances  of  a  large  attendance.  However, 
the  country  was  then  and  had  for  several  weeks  been  so  thoroughly 
in  the  throes  of  the  epidemic  that  it  was  entirely  impractical,  if 
not  altogether  impossible,  to  hold  the  meeting.  On  account  of 
this  omission  the  council  decided  upon  a  three-day  session  at  this 
time.  It  was  especially  desired  that  opportunity  be  given  for 
the  informal  discussion  of  pertinent  topics.  We  have  urged  the 
contributing  membership  to  be  fully  represented,  and  it  is  the  hope 
of  the  committee  that  all  such  representatives  will  enter  freely  into 
the  informal  discussions,  to  which  a  liberal  part  of  our  time  will  be 
given.  This  feature  of  our  program,  adopted  especially  for  the 
mid-year  meeting,  has  resulted  in  great  profit  to  those  who  have 
attended.  Its  success,  however,  depends  upon  every  member 
making  his  own  contribution. 

During  this  session  there  will  be  discussed  some  of  the  most 
important  questions  now  before  the  actuarial  profession.  Your 
presence  in  such  large  numbers  is  evidence  of  your  interest  in  what 
is  to  be  presented  and  we  hope  to  hear  from  each  member  and 
representative.  The  more  formal  part  of  the  program  will  first 
occupy  our  attention,  and  these  carefully  prepared  papers  and 
discussions  will,  of  course,  interest  you  greatly. 

By  your  regular  attendance  upon  and  participation  in  the 
informal  program  we  can  make  the  eleventh  annual  meeting  of 
this  Institute  the  very  best  we  have  ever  held.  Nothing  less  than 
this  would  be  commensurate  with  our  growth  and  progress,  nor 
in  proper  proportion  to  the  unusual  importance  and  timeliness  of 
the  subjects  selected  for  the  papers  and  discussions. 
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IN  MEMORIAM 


Since  last  we  met  we  have  sustained  the  loss  through  death 
of  four  of  our  members,  Albert  Garfield  Portch,  Virgil  Morrison 
Kime,  Henry  Sherman  Vail,  and  Louis  Linzmeyer.  Of  these 
Mr.  Vail  and  Mr.  Kime  were  among  the  founders  of  the  American 
Institute;  Mr.  Portch  was  to  the  time  of  his  death  one  of  its  most 
active,  efficient,  and  valued  members;  Mr.  Linzmeyer  had  recently 
been  admitted  to  Fellowship,  but  had  never  participated  in  any 
of  its  meetings. 

The  professional  attainments  and  ability  of  all  of  them  merited 
and  obtained  our  respect.  Those  who  have  been  associated  with 
us  in  the  work  of  the  Institute  have  in  addition  won  our  affectionate 
regard.  It  is  altogether  fitting  that  we  enter  upon  our  records  a 
memorial  touching  upon  their  life-work. 


LOUIS   LINZMEYER 

Mr.  Louis  Linzmeyer,  whose  sudden  death  occurred  Septem- 
ber 10,  1918,  at  Dallas,  Texas,  was  enrolled  as  a  Fellow  of  the 
American  Institute  in  July,  1918,  and  since  the  date  of  our  last 
meeting.  To  those  of  us  who  had  not  the  privilege  of  his  personal 
acquaintance  he  was,  nevertheless,  bound  by  the  ties  of  respect  and 
esteem  that  attach  to  one  engaged  in  pursuits  common  to  us  all,  and 
who  had  attained  by  proven  worth  a  recognized  position  in  the 
actuarial  profession. 

Mr.  Linzmeyer  was  born  in  Brooklyn,  New  York,  October  28, 
1875.  He  entered  the  employment  of  the  Manhattan  Life  Insur- 
ance Company  in  1892  and  was  made  assistant  actuary  of  that 
company  in  1905.  The  character  of  the  services  rendered  by  him 
is  attested  by  his  election  in  191 2  to  the  position  of  vice-president 
and  actuary  of  that  company.  From  this  appointment  he  resigned 
in  1913  to  become  vice-president  and  actuary  of  the  Southland 
Life  Insurance  Company,  Dallas,  Texas,  which  position  he  held 
at  the  time  of  his  death. 
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Mr.  Linzmeyer  was  a  Fellow  of  the  Actuarial  Society  of  America 
by  examination. 

Though  we  had  not  been  privileged  to  have  the  benefit  of  his 
participation  in  the  activities  of  the  American  Institute,  neverthe- 
less it  is  with  no  perfunctory  sense  of  duty  that  we  enter  on  our 
records  this  memorial  of  the  passing  of  a  fellow-worker  who  had 
gained  recognition  for  actuarial  and  executive  attainments  of  a 
high  order. 


VIRGIL   MORRISON   KIME 

Virgil  Morrison  Kime  was  born  at  Petersburg,  Indiana, 
November  8,  1885,  and  died  at  Hartford,  Connecticut,  October  15, 
191 8,  of  bronchial  pneumonia  following  influenza.  Mr.  Kime  was 
a  Fellow  and  one  of  the  founders  of  this  Institute,  and,  until  his 
appointment  as  actuary  of  the  casualty  department  of  the  Travelers 
Insurance  Company  occasioned  his  removal  to  Hartford,  one  of 
our  most  active  members. 

His  youth  was  spent  in  the  South.  He  received  his  early 
education  in  the  public  schools  of  Atlanta,  Georgia.  He  was  an 
alumnus  of  the  University  of  Michigan,  from  which  institution  he 
received  the  degree  of  A.B.  in  1906.  His  scholastic  attainments 
were  there  recognized  as  being  of  a  high  order  and  earned  for  him 
membership  in  the  honor  society,  Phi  Beta  Kappa.  He  had 
planned  his  collegiate  course  with  particular  reference  to  engaging 
in  actuarial  pursuits.  Upon  his  graduation  he  entered  the  actuarial 
department  of  the  Michigan  Mutual  Life  Insurance  Company  and 
there  continued  until  he  was  recalled  to  the  University  of  Michigan 
as  an  instructor  in  the  department  of  economics.  Two  years 
thereafter  he  accepted  the  appointment  as  assistant  actuary  of 
the  Missouri  State  Life  Insurance  Company,  where  he  continued 
until  1911,  when  he  resigned  to  become  associate  actuary  of  the 
American  Central  Life  Insurance  Company,  Indianapolis,  Indiana, 
in  1913.  He  resigned  this  position  in  1916  to  accept  the  appoint- 
ment of  actuary  of  the  casualty  department  of  the  Travelers 
Insurance  Company  of  Hartford,  Connecticut,  which  office  he  held 
at  his  untimely  death. 

Mr.  Kime  rendered  effective  and  valuable  services  to  the 
American  Institute  in  various  capacities,  and,  among  others,  as  an 
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active  member  of  the  Educational  Committee  in  the  preparation 
of  the  very  comprehensive  Report  of  that  committee  published  in 
1916.  In  June,  191 5,  he  was  elected  its  secretary  and  continued 
to  serve  it  in  that  capacity  until  his  removal  to  Hartford  in  1916, 
when  the  Institute  regretfully  consented  to  his  retirement  from 
office.  He  then  had  been  from  its  organization  one  of  the  most 
active  of  our  members.  Of  delightful  personality  and  conspicuous 
abihty,  he  had  won  our  warm  affection  and  high  regard. 

Mr.  Kime  was  a  Fellow  of  the  Actuarial  Society  of  America 
by  examination.  He  was  a  Fellow  of  the  Casualty  Actuarial  and 
Statistical  Society  and  a  member  of  its  council  at  the  time  of  his 
death. 

It  is  with  profound  sorrow  that  we  make  record  of  the  passing 
of  Mr.  Kime,  whose  Hfe  had  given  promise  of  a  brilliant  future. 


ALBERT  GARFIELD  PORTCH 

It  is  impossible  to  give  adequate  expression  to  the  sadness 
with  which  the  members  of  the  Institute  received  the  news  on 
October  last  of  the  untimely  death  of  Mr.  Albert  Garfield  Portch. 
No  one  among  us  had  enjoyed  to  a  greater  degree  than  he  the 
respect  and  affection  of  the  members  of  the  American  Institute. 
His  death  occurred  at  Montreal,  Canada,  where  he  had  gone  to 
attend  the  sessions  of  the  Actuarial  Society  of  America,  on  Octo- 
ber 16,  1918,  and  resulted  from  influenza  and  pneumonia. 

Mr.  Portch  was  born  at  Buffalo,  New  York,  April  29,  1882, 
during  his  family's  temporary  residence  there.  As  a  boy  and 
young  man  he  lived  in  Toronto,  Canada,  the  original  home  of  his 
parents  and  to  which  they  had  returned  shortly  after  his  birth. 
He  received  his  collegiate  training  at  the  University  of  Toronto. 
During  his  two  years  of  attendance  at  the  university  he  showed 
marked  aptitude  in  mathematics.  On  leaving  the  university  he 
entered  the  actuarial  department  of  the  Canada  Life  Insurance 
Company  in  1903,  where  he  remained  until  1909,  when  he  resigned 
to  accept  the  appointment  of  actuary  of  the  Frankhn  Life  Insur- 
ance Company,  Springfield,  Illinois. 

Mr.  Portch  was  elected  a  Fellow  of  the  American  Institute 
of  Actuaries  June  2,  19 14.  He  rendered  conspicuous  service  to 
it  on  many  important  committees  and  as  a  member  of  the  Board 
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of  Governors  and  later  as  president  of  the  Institute  for  two  terms 
beginning  July,  1916. 

He  was  a  Fellow  by  examination  of  the  Actuarial  Society  of 
America  and  an  Associate  by  examination  of  the  Institute  of 
Actuaries  of  Great  Britain. 

He  served  with  other  distinguished  actuaries  and  insurance 
officials  on  the  Advisory  Committee  that  at  the  request  of  the 
Secretary  of  the  Treasury  conferred  with  him  with  respect  to  the 
drafting  of  the  act  relating  to  war  risk  insurance. 

Mr.  Portch  was  possessed  of  marked  ability  in  the  practical 
as  well  as  the  mathematical  side  of  life  insurance,  and  in  keeping 
with  the  multitudinous  duties  of  an  executive  character  being  per- 
formed by  him  for  his  company  he  had  but  a  few  months  preceding 
his  death  been  given  the  title  of  vice-president  and  actuary  of  the 
Franklin  Life  Insurance  Company.  In  that  organization  he  had 
won  the  high  regard  and  affection  of  his  fellow-officers  and  of  the 
agency  force.  He  was  a  man  well  poised,  a  thorough  student, 
of  logical  mind  and  of  most  engaging  personality.  He  gave 
liberally  of  his  time  in  various  war  activities,  and  notwithstanding 
his  brief  residence  in  Springfield,  Illinois,  had  through  his  voluntary 
public  service  and  his  many  sterling  qualities  attained  recognition 
as  one  of  the  most  useful  of  the  younger  generation  of  citizens  of 
Springfield. 

In  his  passing  the  American  Institute  of  Actuaries  and  indeed 
the  institution  of  life  insurance  have  lost  one  of  the  most  promising 
men  of  the  younger  generation.  His  marked  ability  had  destined 
him  for  a  conspicuous  place  in  American  life  insurance. 


HENRY    SHERMAN   VAIL 

Henry  Sherman  Vail  was  born  near  Janesville,  Wisconsin, 
April  23,  1847.  He  was  a  great-grandson  of  Roger  Sherman,  one 
of  the  signers  of  the  Declaration  of  Independence.  His  enlistment 
for  service  in  the  Civil  War  at  the  age  of  sixteen  terminated  his 
collegiate  training;  he  had  shortly  before  entered  Ripon  College. 
His  actuarial  training  began  in  the  actuarial  department  of  the 
National  Life  Assurance  Company  of  the  United  States,  Phila- 
delphia, Pennsylvania,  August  i,  1868.     He  served  twelve  years 
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as  assistant  actuary  of  that  company  and  thereafter  for  a  number  of 
years  his  services  as  consulting  actuary  were  availed  of  by  the 
officials  of  various  western  states  charged  with  the  supervision  of 
insurance  matters. 

Mr.  Vail  died  at  Highland  Park,  Illinois,  February  16,  1919- 
It  was  through  the  activity  of  Mr.  Vail  that  a  conference  of 
actuaries  was  called  in  May,  1909,  the  outcome  of  which  was  the 
organization  of  the  American  Institute  of  Actuaries. 

Though  failing  health  in  recent  years  had  enforced  relinquish- 
ment of  the  active  direction  of  the  affairs  of  his  office,  he  continued 
to  emplov  his  talents  for  organization,  rendering  effective  service 
to  the  government  in  various  activities  in  the  great  crisis.  Though 
he  had  not  in  recent  years  been  active  in  Institute  matters,  he 
retained  to  the  last  his  interest.in  it  and  derived  pride  and  pleasure 
in  the  contemplation  of  the  conspicuous  part  he  had  played  in  its 
formation.  As  his  health  would  permit  he  was  a  regular  attendant 
at  its  meetings,  and  the  members  of  the  Institute,  and  more  espe- 
ciallv  the  older  members,  feel  a  keen  sense  of  loss  in  his  death. 
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REPORT  OF  LIBRARIAN,  JUNE  5,  1919 

In  September  last  we  had  printed  and  mailed  to  the  members 
cards  representing  the  books  that  had  been  added  to  the  library 
during  the  preceding  year.  Among  the  books  added  to  the  library 
since  the  last  cards  were  printed  are: 

Proceedings  and  Papers  of  the  Fraternal  Actuarial  Association;  Cover n- 
mental  Provisions  in  the  United  States  and  Foreign  Countries  for 
Members  of  the  Military  Forces  and  Their  Dependents,  Prepared 
under  the  Direction  of  Captain  S.  Herbert  Wolfe. 

Report  on  the  Pension  Funds  of  the  City  of  New  York,  Part  III. 

American  Canadian  Mortality  Investigation. 

Fraternal  Societies  Defined,  by  Abb.  Landis. 

The  following  were  presented  to  the  library  by  Mr.  Frederick 
A.  Draper: 

A  Few  Thoughts  on  Commission,  etc.,  by  Samuel  Brown,  1849. 
Lectures  on  the  Science  of  Life  Insurance,  by  Moses  L.  Knapp,  1853. 
Practical  Remarks  on  the  Present  State  of  Life  Insurance  in  the  United 
States,  by  Harvey  G.  Tuckett,  185 1. 

The  following  were  presented  to  the  library  by  the  Actuarial 
Society  of  America: 

Actuarial  Studies,  No.  i,  "Sources  and  Characteristics  of  the  Principal 

Mortality  Tables. " 
Actuarial  Studies,  No.  4,  "Graduation  of  Mortality  and  Other  Tables." 

During  the  year  149  books  were  withdrawn  from  the  library, 
of  which  42  were  sent  to  members  outside  of  Chicago,  and  107 
were  withdrawn  by  members  passing  through  or  living  in  Chi- 
cago. 

The  library  now  contains  694  volumes  and  numerous  pam- 
phlets. 
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REPORT  OF  THE  TREASURER  OF  THE  AMERICAN 

INSTITUTE  OF  ACTUARIES  FOR  THE 

YEAR  ENDING  MAY  31,  19 19 


RECEIPTS 

Cash  on  hand  June  I,  1918.      .      .    $    251.29 
Dues 1,615.00 


Records 
Examinations 
Interest     . 


196.25 

5S-00 

1.24 


DISBURSEMENTS 

Postage 

Printing 

Library     

Exchange        

Fees  conducting  examinations  . 
Traveling  expenses  of  board  mem- 
bers        

Stenographic  Reports   .      .      .      . 
Balance  May  31,  1919   .      .      .      . 


S    :i5  or 

704.90 

109. 20 

8.82 


139-98 
129.10 
888.91 


Total $2,118.78 


Total $2,118.78 


[The  Auditing  Committee  reported  that  the  foregoing  figures 
were  correct. — Editor.] 
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CONSTITUTION 

NAME 

Article  I.  This  organization  shall  be  called  "American  Insti- 
tute or  Actuaries." 

OBJECT 

Art.  II.  The  object  of  the  American  Institute  of  Actuaries 
is  to  advance  the  Science  of  Insurance  Mathematics  and  the 
knowledge  of  the  theory  and  practice  of  Life  Insurance  and  related 
interests  by  associating  together  persons  of  like  interests. 

MEMBERSHIP 

Art.  III.  The  membership  of  the  Institute  shall  be  composed 
of  three  classes,  Fellows,  Associates,  and  Contributing  Members. 

OFFICERS 

Art.  IV.  The  Officers  shall  consist  of  a  President,  a  Vice- 
President,  a  Secretary,  a  Treasurer,  a  Librarian,  and  an  Editor 
of  The  Record. 

GOVERNORS 

Art.  V.  The  Board  of  Governors  shall  consist  of  the  Officers, 
the  ex-Presidents,  if  Fellows,  and  six  other  Fellows. 

DUTIES    OF    OFFICERS   AND    GOVERNORS 

Art.  VI.  The  duties  of  the  officers  shall  be  such  as  usually 
appertain  to  their  respective  offices  or  as  may  be  prescribed  from 
time  to  time  by  the  Board  of  Governors.  The  duties  of  the  Board 
of  Governors  shall  be  in  general  to  manage  the  affairs  of  the 
Institute.  It  shall  have  the  power,  if  the  Institute  be  not  then 
in  session  in  annual  meeting,  to  fill  all  vacancies  occasioned  by 
death  or  resignation  of  Officers  or  Governors,  such  appointees 
to  serve  until  the  next  annual  meeting  of  the  Institute  and  until 
their  successors  be  elected.  Appropriate  subcommittees  may  be 
appointed  by  the  Board  of  Governors  for  such  matters  as  from 
time  to  time  may  be  found  desirable. 
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ELECTION   OF   OFFICERS   AND   GOVERNORS 

Art.  VII.  The  President,  Vice-President,  Secretary,  and 
Treasurer  shall  be  elected  at  each  annual  meeting  to  serve  until 
their  successors  be  elected.  The  President  and  Vice-President 
shall  not  be  eligible  for  election  to  the  same  office  at  three  suc- 
cessive annual  meetings.  The  Librarian  and  the  Editor  of  The 
Record  shall  be  elected  by  the  Board  of  Governors,  subject  to 
confirmation  by  the  Institute  at  each  annual  meeting,  and  shall 
serve  until  their  successors  be  elected.  At  each  annual  meeting 
two  Governors  shall  be  elected  to  serve  until  the  third  succeeding 
annual  meeting  and  until  their  successors  be  elected.  They  shall 
not  be  eligible  for  election  to  succeed  themselves  at  the  same 
meeting  at  which  their  terms  expire.  Any  vacancies  existing  on 
the  Board  shall  be  filled  by  election  at  each  annual  meeting,  the 
Fellow  so  elected  to  serve  during  the  unexpired  term  of  his  prede- 
cessor.    All  elections  shall  be  by  ballot. 

MEETINGS 

Art.  VIII.  The  annual  meeting  of  the  Institute  shall  be  held 
between  the  fifteenth  day  of  May  and  the  fifteenth  day  of  June  in 
each  year  on  a  date  and  at  a  place  to  be  designated  by  the  Board  of 
Governors.  Forty  days'  notice  of  the  time  and  place  of  meeting 
shall  be  given  the  membership  by  the  Secretary.  Other  meetings 
may  be  called  by  the  Board  of  Governors  or  shall  be  called  by  the 
President  upon  the  request  in  writing  of  not  less  than  ten  Fellows 
and  not  less  than  twenty  days'  notice  shall  be  given  of  such  meeting. 

ASSOCIATES 

Art.  IX.  Anyone  at  least  twenty-one  years  of  age  pursuing 
actuarial  studies  and  looking  forward  to  a  future  Fellowship  may 
be  enrolled  as  an  Associate  under  the  following  conditions:  that 
he  shall  be  nominated  by  at  least  two  Fellows  of  the  Institute; 
that  a  confidential  notice  of  such  nomination  shall  be  given  by 
the  Secretary  to  each  Fellow  of  the  Institute;  that  this  nomination 
shall  be  approved  by  the  Board  of  Governors  not  less  than  twenty 
days  after  such  notification  of  nomination  has  been  given;  that 
he  shall  pay  such  examination  fee  and  pass  such  preliminary  exam- 
ination as  shall  be  prescribed  by  the  Board  of  Governors.     If  the 
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Board  of  Governors  finds  that  a  candidate  has  passed  an  equivalent 
examination  required  by  another  recognized  society  of  actuaries, 
or  has  had  such  practical  experience  as  in  its  opinion  renders  him 
qualified  for  Associateship,  it  may  waive  the  examination  herein 
required.  An  Associate  shall  be  entitled  to  all  the  privileges  of 
the  Institute  except  those  of  voting  and  holding  office. 

ADMISSION   TO   FELLOWSHIP 

Art.  X.  Any  Associate  whose  application  shall  be  approved 
by  the  Board  of  Governors  may  become  a  Fellow  if  at  least  twenty- 
five  years  of  age  under  the  following  conditions:  Every  member 
of  the  Board  of  Governors  shall  have  confidential  notice  of  the 
application  at  least  twenty  days  prior  to  the  meeting  at  which  it 
shall  be  acted  upon,  and  the  applicant  shall  pay  such  fee  and  pass 
such  final  examination  as  shall  be  prescribed  by  the  Board  of 
Governors.  Otherwise  no  one  shall  be  admitted  as  a  Fellow  unless 
recommended  by  a  duly  called  meeting  of  the  Board  of  Governors 
followed  by  a  ballot  of  the  Institute  either  in  person  or  by  mail. 
Confidential  notice  of  such  recommendation  shall  be  mailed  by 
the  Secretary  to  every  Fellow,  and  after  twenty  days,  if  not  more 
than  four  negative  votes  and  affirmative  votes  of  not  less  than  half 
the  total  number  of  Fellows  have  been  cast,  the  applicant  shall 
become  a  Fellow. 

CONTRIBUTING   MEMBERS 

Art.  XL  Contributing  Members  shall  be  legal  reserve  Life 
Insurance  Companies  applying  for  such  membership  and  elected 
thereto  by  a  majority  vote  of  the  Board  of  Governors.  Contribut- 
ing Members  shall  have  the  use  jointly  with  other  Members  of 
the  Library  under  the  rules  of  the  Institute  governing  the  same. 
Any  person  nominated  by  a  Contributing  Member  shall  have  the 
privileges  of  Associates  at  any  of  the  annual  or  special  meetings  of 
the  Institute  except  during  executive  sessions. 

QUORUM 

Art.  XII.  Four  members  of  the  Board  of  Governors  shall  con- 
stitute a  quorum;  at  any  duly  called  meeting  of  the  Institute 
fifteen  Fellows  shall  constitute  a  quorum. 
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EXPULSION   OR   SUSPENSION   OF   MEMBERS 

Art.  XIII.  The  Board  of  Governors  shall  receive  and  hear  all 
complaints  preferred  by  any  Fellow  of  this  Institute  against  any 
other  Fellow  or  Associate  for  misconduct  in  his  relations  to  the 
Institute,  or  in  his  profession,  or  the  practice  thereof,  or  affecting 
the  interests  of  the  actuarial  profession,  provided  such  complaints 
shall  be  in  writing  plainly  and  specifically  stating  the  matter  com- 
plained of,  and  subscribed  by  the  complainant. 

The  proceedings  of  the  Board  of  Governors  upon  such  com- 
plaint shall  be  deemed  confidential  and  kept  secret  except  so  far  as 
written  or  printed  reports  of  the  same  shall  be  necessarily  and 
officially  made  in  the  Institute. 

Each  party  may  appear  personally  and  by  counsel.  Witnesses 
shall  vouch  for  the  truth  of  their  statements  on  their  word  of 
honor.  The  Board  of  Governors  shall  make  its  decision,  and  if  it 
finds  the  complaint  to  be  true  and  of  sufficient  importance,  it  will 
so  report  to  the  Institute  with  its  recommendations. 

The  Institute  will  take  such  action  on  the  report  as  it  shall  see 
fit;  but  no  member  shall  be  expelled  or  suspended  unless  by  a  vote 
Ox  at  least  two-thirds  of  the  members  present  and  voting. 

Art.  XIV.  No  resolution  expressive  of  opinion  shall  be  enter- 
tained at  any  meeting. 

AMENDMENTS 

Art.  XV.  Upon  the  written  request  of  five  Fellows  of  the 
Institute,  the  Secretary  shall  forthwith  transmit  by  mail  to  the 
Fellows  of  the  Institute  any  proposed  amendment  to  this  Constitu- 
tion, and  such  amendment  shall  become  effective  provided  it  shall 
receive  the  favorable  vote  of  two-thirds  of  the  Fellows  present  and 
voting  at  the  duly  called  meeting  of  the  Institute  next  succeeding 
the  mailing  of  such  notice  by  the  Secretary,  and  held  not  less  than 
thirty  days  after  the  mailing  of  such  notice. 
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BY-LAWS 

Article  I.  Order  of  Business. — At  a  meeting  of  the  Institute 
the  following  order  of  business  shall  be  observed,  unless  the 
Institute  votes  otherwise  for  the  time  being: 

1.  Calling  of  the  roll. 

2.  Address  or  remarks  by  the  President. 

3.  Minutes  of  the  last  meeting. 

4.  Summary  of  the  business  transacted  by  the  Board  since  the 
last  meeting  of  the  Institute,  presented  for  its  information  and 
approval. 

5.  Candidates  for  Fellowship  considered  and  voted  upon. 

6.  Reports  of  Committees  and  Officers. 

7.  At  annual  meeting,  election  of  Officers  and  Governors. 

8.  Unfinished  business;  new  business. 

9.  Reading  of  papers  prepared  for  presentation  to  the  Institute. 
10.  Discussion  of  papers  presented. 

The  Board  of  Governors'  meetings  shall  proceed  in  this  order 
as  far  as  it  may  apply  to  them. 

Art.  II.  Meetings  of  the  Board  of  Governors  shall  be  called 
whenever  the  President  or  four  members  of  the  Board  of  Gov- 
ernors so  request,  but  not  without  sending  notice  to  each  member 
of  the  Board  ten  or  more  days  before  the  time  appointed.  Such 
notice  shall  state  the  subjects  intended  to  be  brought  before  the 
meeting;  should  other  matters  be  passed  upon,  any  member  of 
the  Board  shall  have  the  right  to  reopen  the  same  at  the  next 
meeting. 

Art.  III.  Duties  of  Officers. — The  President,  or  in  his  absence 
the  Vice-President,  shall  preside  at  meetings  of  the  Institute  and 
of  the  Board.  At  the  Institute  meetings  the  presiding  Officer  shall 
vote  only  in  case  of  a  tie,  but  at  the  Board  meetings  he  may  vote 
in  all  cases. 

The  Secretary  shall  keep  a  full  and  accurate  record  of  the  pro- 
ceedings at  the  meetings  of  the  Institute  and  of  the  Board,  send  out 
calls  for  the  said  meetings,  and,  with  the  approval  of  the  President, 
carry  on  the  correspondence  of  the  Institute.     Subject   to  the 
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direction  of  the  Board,  he  shall  have  immediate  charge  of  the 
office  and  archives  and  other  chattels  of  the  Institute. 

The  Editor  of  The  Record,  under  the  general  supervision  of 
the  Board,  shall  have  charge  of  all  matters  connected  with  editing 
and  printing  the  Institute  publications.  There  shall  be  a  publica- 
tion known  as  "  The  Record,''^  which  shall  contain  only  the  proceed- 
ings of  the  meetings,  original  papers  presented  by  Fellows  and 
written  by  Fellows  or  Associates,  and  such  discussions  or  other 
matters  as  may  be  expressly  authorized  by  the  Board  of  Governors. 

The  Treasurer  shall  send  out  calls  for  annual  dues  and  acknowl- 
edge receipt  of  same;  pay  all  bills  approved  by  the  President  for 
expenditures  authorized  by  the  Board  or  the  Institute;  keep  a 
detailed  account  of  all  receipts  and  expenditures,  and  present  an 
abstract  of  the  same  at  the  annual  meetings  after  it  has  been 
audited  by  a  Committee  of  the  Board. 

Art.  IV.  Dues. — Each  Fellow  shall  pay  ten  dollars,  each  Con- 
tributing Member  ten  dollars,  each  Associate  five  dollars,  upon 
entrance,  and  a  like  amount  at  each  annual  meeting  thereafter, 
except  in  the  case  of  Fellows  not  residing  on  this  continent,  who 
shall  pay  five  dollars  annually  at  the  time  stated. 

It  shall  be  the  duty  of  the  Treasurer  to  notify  by  mail  any 
Fellow.  Associate,  or  Contributing  Member  whose  dues  may  be  six 
months  in  arrears,  and  to  accompany  such  notice  by  a  copy  of  this 
article.  If  such  Fellow,  Associate,  or  Contributing  ]Member  shall 
fail  to  pay  such  dues  within  three  months  from  the  time  of  mailing 
such  notice,  the  Treasurer  shall  report  the  delinquent  to  the  Board, 
by  whom  the  name  of  such  member  shall  be  stricken  from  the  rolls, 
and  such  member  shall  cease  to  be  a  Fellow,  Associate,  or  Con- 
tributing Member  of  the  Institute.  Such  Member  may,  however, 
be  reinstated  by  vote  of  the  Board  and  upon  payment  of  arrears 
of  dues. 

Art.  \.  Designation  hy  Initials. — Fellows  of  the  Institute  are 
authorized  to  append  to  their  names  the  initials  F.A.I. A.,  and 
Associates  are  authorized  to  append  to  their  names  the  initials 
A.A.I.A. 

Art.  VI.  Ame?idments. — These  by-laws  may  be  amended  by 
an  affirmative  vote  of  two-thirds  of  the  Fellows  present  at  any 
meeting  held  at  least  three  months  after  notice  of  the  proposed 
amendment  shall  have  been  sent  to  each  Fellow  by  the  Secretary. 


